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JANUARY 


I 
\ FAR back as the record runs, taxes 


upon urban real estate have only 
one direction of movement, and 
that is upward. A hundred years ago a 
tax of 30 or 40 cents per $100, levied 
upon realty valued at half or two-thirds 
of its true worth, probably sufficed for 
the requirements of most cities and 
towns; and as late as 1860 the average 
rate of taxation imposed for state and 
local purposes was no more than 78 
cents per $100 throughout the United 
States. Then followed a great increase 
in state and local taxation which, by the 
end of the nineteenth century, made a 
rate of $1.50 per $100 very common 
and a rate of $2 not very exceptional. 
Today we find ourselves asking whether 
a rate of $2.50 or $3 has come to stay, 
and whether a rate of $3.50 or $4 is not 
in prospect. 
These rates are mentioned as fairly 
representative, but are not true aver- 
ages, which would be very difficult to 
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compute. Where the basis of valuation 
is less than 50%, much higher nominal 
rates of taxation are found; and where 
a genuine effort is made to approximate 
full value, the rates are naturally lower. 
I am dealing merely with the general 
trend, and can fairly represent it by con- 
trasting the tax rates of 30 or 40 cents 
which prevailed a century ago with 
those of $2.50 or $3 which now fre- 
quently occur and may be subject to fur- 
ther increase. 

Under ordinary conditions, the in- 
crease of taxes upon real estate is grad- 
ual; but there have been two periods in 
our history when it became extremely 
rapid. Between 1860 and 1870 the per 
capita taxes levied on property for state 
and local purposes increased from $3 to 
$7.28, and the average rate of taxation 
rose from 78 cents to $1.98 per $100. 
For this great change the rapid growth 
of cities, the emergence of new economic 
and social needs, municipal misgovern- 
ment, and the inflation of commodity 
prices resulting from the Civil War 

















130 HARVARD BUSINESS REVIEW 


were responsible. The second period is 
that which was ushered in by the World 
War and may not yet have reached its 
end. Between 1913 and 1925, the latest 
year for which statistics are available, 
the per capita taxes levied upon general 
property in American cities having a 
population of over 30,000 rose from 
$17.82 to $39.20, while special assess- 
ments increased from $2.40 per capita 
to $4.52. For all taxes and assessments 
the total increase was from $22.16 per 
capita to $47.14 in the twelve years end- 
ing in 1925. Preliminary data for the 
year 1926 indicate a further increase; 
and anyone whose local taxes decrease 
in 1927 may count himself an excep- 
tional as well as a fortunate man. We 
have been living in times as unusual as 
the decade which saw our Civil War; 
and the increase of local taxation which 
has recently taken place is due to some- 
what similar causes, especially to the in- 
flation of commodity prices such as re- 
sults from any great war. 

Since times are so exceptional and re- 
semble in so many important respects 
the decade of the 1860’s, is it reason- 
able to expect that the increase of local 
taxation will come to an end as it did in 
the former instance? No certain an- 
swer can be given to the question. In 
the nineteenth century the increase of 
public expenditures, and therefore of 
taxes, was sometimes checked by a pe- 
riod of enforced economy and retrench- 
ment following severe commercial de- 
pressions such as occurred in 1837 and 
1873. The hard times following the 
panic of 1893 checked the increase of 
public expenditures for a few years, but 
brought little enforced retrenchment; 
and the panic of 1907 did not check in 
any appreciable degree the upward 
movement of expenditures and taxes. 
Fven before the war, therefore, there 
was reason for thinking that the forces 








making for increased state and local tay. 
ation had gathered such momentum that 
industrial depressions had little effect 
upon them. The same conclusion must 
be drawn from our experience with our 
last depression, which broke upon the 
country in 1920 and ran its course by 
the end of 1921. In the year 1919 the 
ordinary expenses (including interest) 
of cities having a population of over 
30,000 amounted to $28.19 per capita, 
and in 1922 such expenses had increased 
to $41.42 per capita. Moreover, capital 
outlays, which were $7.38 per capita in 
the year first named, had increased to 
$15.95 in the second. Naturally enough, 
therefore, during this period of three 
years taxes levied upon property in. 
creased from $23.13 per capita to 
$34.54. We have, therefore, even more 
reason today than we had in 1913 to 
doubt whether the forces making for 
continued increase of local expenses and 
taxes can be checked even by the severest 
industrial depression. 

The continued increase of local, and 
especially city, expenditures since 1919 
is the more striking because it contrasts 
so sharply with the decrease which has 
been effected in the expenditures of our 
federal government. I do not refer, of 
course, to the reduction in military ex- 
penditures immediately after the war, 
but to the decrease of ordinary civil ex- 
penditures following the establishment 
of a national budget system and an efi- 
cient bureau for carrying that system 
into effect. 

The divergent movements of federal 
and local expenditures are not difficult 
to understand. Few local governments, 
if any, have a budget system and or- 
ganization that compare in efficiency 
with those which our national govern 
ment has developed. Few local govern- 
ments, indeed, have chief executives 
who dare to practice, preach, and er 
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force economy at a time when politi- 
cjans are afraid of the word and prefer 
¢o campaign for office on their records 
as liberal spenders. And, finally, there 
‘s the obvious fact that local govern- 
ments touch more closely the personal, 
business, and social life of the people, 
with the result that the unpleasant side 
of enforced economy is brought more 
closely to the average voter. Abolish- 
ing useless bureaus, reducing pay rolls, 
eliminating waste, and moderating am- 
bitious plans for public works and “im- 
provements” are more or less thankless 
jobs anywhere, but are especially diffi- 
cult and troublesome among friends and 
neighbors. 

The revenue required to finance in- 
creased municipal expenditures has come 
chiefly from the property tax. Attempts 
have been made to diversify the sources 
of municipal revenue, but nevertheless 
the percentage which taxes on property 
bore to all revenue receipts increased 
from 62.1% in 1913 to 63.7% in 1925. 
What proportion of the taxes levied 
upon property fell upon real estate, we 
do not know. Statistics showing the as- 
sessed valuation of different classes of 
property indicate that the proportion 
which real estate bore to the total as- 
sessed valuation declined from 84.5% 
to 81% between 1913 and 1925. But 
this does not necessarily mean that the 
proportion of the property taxes falling 
upon real estate declined, because some 
of the property classified as personal, es- 
pecially intangibles, was in some cities 
taxed at rates much lower than those 
imposed on real estate, so that the fig- 
ures showing the separate valuations of 
real and personal property do not tell 
the whole story. We are thrown back 
upon the simple fact that taxes levied 
upon general property increased from 
$525,000,000 to $1,597,000,000, or 
201%, during the twelve years covered 
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by the latest available report, and that, 
therefore, taxes upon real estate in- 
creased rapidly and sharply. 


II 


Under these circumstances, it is natu- 
ral that city administrators, owners of 
real estate, and others should be seri- 
ously concerned with the growing bur- 
den of taxes on urban real estate. It is 
also natural that they should inquire 
whether there is not some fairer method 
of distributing taxes which would afford 


the desired relief. 


Of plans for reforming state and 
local taxation there are many; devising 
such plans has been a favorite pastime in 
the United States for over fifty years. 
There are probably few of us who, if 
given the necessary authority, could not 
get up a plan satisfactory to ourselves 
and put it into operation in compara- 
tively short order. But tax reform is 
one thing, and reforming taxes is some- 
thing very different. Tax reform may 
be a game of solitaire (and it frequently 
is); it may be a committee, a commis- 
sion, or an organization activity, which 
affords outlet for superfluous energies 
and supplies mild diversion and excite- 
ment, of which most of us feel the need; 
or it may be a theme for endless oratory 
of the platform, soap-box, or after-din- 
ner variety. 

Reforming a tax, however, means 
passing from generalities to a definite 
project of law which will affect the pock- 
etbooks of many people and inevitably 
arouse conflict of interest and opinion. 
It means, therefore, that, in proportion 
as one gets away from generalities and 
deals with definite projects, the number 
of supporters will diminish and the num- 
ber of opponents will increase. 

Both with tax reform and the reform 
of taxes I have had sufficient experience 
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to incline me to conservatism in estimat- 
ing what may be accomplished in the 
way of securing a very different distri- 
bution of state and local taxes from that 
which now prevails. Please note that I 
said conservatism, not pessimism. 

Adequate presentation of any of the 
plans which have been, and today are, 
proposed is so impossible within the 
space at my disposal that I shall be 
obliged to confine my discussion to a few 
outstanding facts and considerations 
particularly relating to the taxation of 
urban real estate. 

1. Separation of State and Local 
Sources of Revenue. When serious 
study of state and local taxation began 
in this country over fifty years ago, the 
proposal which gained immediate favor 
was that of separating the sources of 
state and local revenues. It was clearly 
seen that the levy of a direct state tax 
upon property gave local assessors a 
strong inducement to undervaluation, 
since they could thereby reduce the pro- 
portion of the levy falling upon the 
localities they served. State boards of 
equalization had never succeeded in 
remedying this condition, and therefore 
the conclusion was natural that, since 
equalization did not equalize, the true 
remedy was to provide state govern- 
ments with independent revenues by 
levying separate taxes upon corpora- 
tions, inheritances, business licenses, in- 
comes, and possibly other objects. It 
was then argued that, if this could be 
done, local governments could derive 
ample revenue from taxes upon prop- 
erty, chiefly real estate, not segregated 
for exclusive taxation by the state; and, 
under such conditions, it was said that 
either local assessors would discontinue 
the practice of undervaluation or that 
the practice would do no harm, since it 
would affect equally all taxpayers in a 
given locality. 
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But in reality the separation of state 
and local revenues was not a new plan 
It had been tried by various states early 
in the nineteenth century, and in most 
cases had been abandoned; and the more 
recent experiments have not been gen. 
erally reassuring. Abolition of the 
direct state tax has not led automatically 
to the assessment at full value of prop- 
erty subject to local taxation, and it is 
now evident that undervaluation has 
other and more deeply seated causes, 
Moreover, we have learned that under. 
valuation is not unimportant even when 
property is taxed only for local pur. 
poses, since it means that individual as. 
sessments in a given community may 
vary as widely as from 10% to 120% 
of the true value of the property. Such 
a condition in local taxation is not a 
thing of indifference to the state at 
large. The property overburdened may 
be that of a small minority which has 
no effective voice in local affairs, and it 
may be, and often is, the property of 
nonresidents who have no representa- 
tion whatever in the government of the 
locality. The state has an obvious duty 
in the premises which cannot be justly or 
honorably evaded. 

Moreover, the total abolition of the 
direct state tax destroys a desirable 
check upon state expenditures. Legisla- 
tures quickly spend revenues originally 
segregated, and then look around for 
more. At such times they are disposed 
to grasp at almost any expedient that 
may be proposed, and ultimately it has 
happened in a number of cases that a 
direct tax on property has been reestab- 
lished and that the plan of complete 
separation has broken down. 

Nor has real estate necessarily bene- 
fited by the abolition of the direct state 
tax, for it has happened that whatever 
slack is let out by the state is speedily 
taken up by increased municipal tax 





















































rates. It is certainly a fact that a high 
rate of municipal taxation does exert a 
deterring effect upon proposals for in- 
creased expenditure, and it is also a fact 
that, if the rate is reduced on account of 
the abolition of the direct state tax, 
local authorities are likely to proceed 
with plans that would otherwise be held 
in abeyance. 
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better control than has hitherto been 
found possible. 

2. Classification of Property. An- 
other proposal which has found many 
advocates is that of classifying property 
for the purpose of taxation and impos- 
ing different methods of taxation. This 
is reasonable, because property is not 


nd it homogeneous in character but falls into 

y of well-recognized classes which differ 

a. widely in economic character. Real es- 
the 


tate, tangible personal property, and in- 
tangible property are classes well known 
to the law and the world of business. 
The general property tax, by ignoring 


F the the economic differences of the three 
rable kinds of property and seeking to tax 
a them by a uniform rule, has never se- 
nally 


cured, in practice, anything remotely re- 
sembling uniformity of results. 

Intangibles have largely escaped; 
tangible personalty evades to a consid- 


has erable extent, and when listed is usually 
om assessed at a fraction of its true value; 
om while real estate, which cannot be hid- 


den or removed, pays the greater part 
of the total taxes. 
maker may ignore the economic differ- 
ence of the things he seeks to tax, the 
assessor and the taxpayer will not and 
cannot ignore them. 

By classifying intangibles and subject- 


Though the law- 
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ing them to a moderate rate of 3, 4, or 5 
mills upon the dollar, some states have 
substantially increased the revenue de- 
rived from this class of property and 
obtained far greater equality among 
taxpayers. 

None of these states, however, has 
ever yet provided such methods of ad- 
ministration as are needed for securing 
the best results from the classified tax 
on intangible property. Other kinds of 
property besides intangibles have been 
given separate classification, with what 
results I cannot appraise because we lack 
adequate information. 

Classification has undoubtedly been 
found to have difficulties as well as ad- 
vantages, and cannot be expected to pro- 
duce its best results unless proper meth- 
ods of administration are provided. 
Like segregation, it will not reduce taxes 
upon real estate if new revenues derived 
from the flat tax on intangibles, or other 
sources, are absorbed by increasing pub- 
lic expenditure. 

3. The State Income Tax. A third 
and more recent proposal is the adop- 
tion of a state income tax. Between 
1911 and 1919 three states, Wisconsin, 
Massachusetts, and New York, enacted 
well-considered income tax laws, which 
have operated with general satisfaction 
because they exempted intangible prop- 
erty from other taxation, imposed mod- 
erate rates, and were administered by 
state and not local officials. Their ex- 
ample was subsequently followed by a 
few other states, which have not done 
so well because they did not provide the 
conditions necessary for the successful 
Administration of such a tax. 

We now know that an income tax 

. may be a useful part of a system of state 
nd local taxation, but that, unless in- 
telligently handled, it will prove a dis- 
appaintment and may even make a bad 
situation worse. 
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The state income tax is sometimes op- 
posed on the ground that it means dou- 
ble taxation since the federal govern- 
ment levies a similar tax. This argu- 
ment is not well founded, because un- 
der our federal system of government 
the citizen has a double obligation in 
taxation. Where such an obligation ex- 
ists, it is not of itself objectionable that 
income, property, or any other object of 
taxation should be twice taxed, pro- 
vided that the thing is done without dis- 
crimination and the total burden is rea- 
sonable. 

So far as I have been able to judge, 
the recent opposition to a state income 
tax is largely a by-product of the natu- 
ral reaction against the excesses of fed- 
eral taxation of incomes during and im- 
mediately after the recent war. Prior 
to 1911 the state income tax was in gen- 
eral disfavor; thereafter for some years 
the success achieved by Wisconsin, 
Massachusetts, and New York led many 
to overestimate its advantages; today it 
is temporarily unpopular. But we now 
know that any state that is willing to 
enact a proper law and make adequate 
provisions for administration can make 


good use of a state tax upon incomes; - 


and this fact had not been demonstrated 
sixteen years ago. Another thing we 
know is that the introduction of an in- 
come tax will not reduce the burden rest- 
ing upon real estate if it is followed by 
an increase in public expenditures. 

4. The Gasoline Tax. The slow and 
halting progress of all plans of tax re- 
form stands in striking contrast with the 
rapid growth of taxes upon gasoline. At 
first thought, these gasoline taxes seem 
an interesting confirmation of Adam 
Smith’s statement that there is ‘‘no art 
which one government sooner learns of 
another, than that of draining money 
from the pockets of the people.” 

But in this instance Smith’s generali- 
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zation is inadequate, for it would prob. 
ably be equally true to say that the tax 
on gasoline has been widely approved 
because it afforded the American people 
increased facilities for draining money 
out of their own pockets. For weal or 
woe, every man, woman, and child in 
the United States seems determined to 
own an automobile and to have expen. 
sive roads upon which to drive it. The 
gasoline tax offered so many people a 
chance to secure something which they 
wanted at once, and might otherwise 
have to wait for, that it is easy to un. 
derstand its general acceptance. It 
amounts, after all, to a trifling addition 
to the cost of owning and operating a 
car; the method of collection is prac. 
tically painless, and the tax is soon for- 
gotten in the joy of getting somewhere 
quickly and then getting somewhere 
else. 

To some extent the new tax law may 
have reduced local levies upon property 
for road construction, but this has not 
helped urban real estate, since the 
money is usually spent outside the city 
limits. So far as the city dweller is con- 
cerned, the gasoline tax is a compara- 
tively painless method of making him 
finance the building of country roads, a 
thing which otherwise he would have to 
do in some other way if the improved 
roads were to be had at all. In short, 
the owner of urban real estate is in- 
terested in a gasoline tax in his capacity 
as joy rider rather than as taxpayer. 


II 


It will not have escaped attention that 
in this account of plans for readjusting 
the burden of state and local taxation | 
have been unable to record anything 
which has made much permanent differ- 
ence to urban real estate. Temporarily, 
such readjustments may have reduced 
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local taxation of property, but the final 
result of tapping new sources of revenue 


oved has usually been increased expenditure. 
cople For this reason it has become increas- 
oney ingly true that our problems of taxation 
al or are really problems of expenditure. If 
id in the cost of maintaining state and local 
d to governments continues to increase as it 


has done for a generation past, it is diffi- 


pen- 

The cult to see how real estate, urban or 
dle a rural, is going to secure any permanent 
they relief. 


I have had something to do, in Mas- 
sachusetts and a few other states, with 
drafting laws providing new sources of 


ition revenue which might have resulted in 
ng a moderate reductions of local taxes on 
rac. property, chiefly real estate, but I have 
for- never seen that result follow: the enact- 
here ment of such laws. I have therefore 


lost some of the interest I used to feel in 
plans for readjusting tax burdens, and 
have been forced to the conclusion that 
the first and principal problem is not 
one of readjustment but of control. 
Forty years ago, when I commenced 
the study of economics, the doctrine was 
still taught, and was supported by emi- 
nent authorities, that, while the total ex- 
penditure of any community must in- 
crease with the growth of population, 
the per capita expenditure ought to de- 
crease. It was supposed by those who 
held this view that a law of decreasing 
cost applied to public expenditure and 
that therefore, as a community grew in 
wealth and population, new wants could 
be readily financed by the surplus re- 
sulting from the reduced per capita cost 
of existing governmental departments 
and services. 

Of course there were dissenters, who 
pointed out that increasing density of 
Population and other factors, such as 
the increase of wealth, might produce 
new wants and require more expensive 
Provision for old ones. The next dec- 
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ade proved that the dissenters were 
right; and the old doctrine has not only 
dropped out of the books but even out 
of our memories. Today there is a gen- 
eral disposition to accept an increased 
per capita cost of government as a thing 
not only natural but desirable and an in- 
dication of social progress. 

It is certainly true that, as wealth has 
increased and standards of living have 
risen, there has come a demand for 
higher standards of public service. It 
is also true that the progress of science 
and invention has not only demonstrated 
the need of such higher standards but 
has provided the means of attaining 
them. The discovery of the microbe has 
revolutionized the provision govern- 
ments make for public health and sani- 
tation; the internal combustion engine 
has revolutionized the construction of 
our highways and increased greatly the 
cost of policing them; increased interest 
in education has greatly increased ex- 
penditure for schools and collges. City 
and town planning has become a new 
art; the splendid work of our architects 
now gives us public buildings which stim- 
ulate community pride and lead to emu- 
lation or competition in luxurious ex- 
penditure. There is no need of multi- 
plying examples. We all know that 
times have changed and that public ex- 
penditures are not necessarily governed 
by a law of decreasing cost. 

But, while we can all see that the in- 
creased expenditures of the present day 
are due in large part to scientific, eco- 
nomic, and social progress, other factors 
are involved which seldom receive suf- 
ficient consideration and ought not to be 
left out of account. We should not for- 
get that when any organization, public 
or private, doubles or trebles its expend- 
iture, the percentage of money wasted 
increases at an even greater rate unless 
financial control keeps pace with the 
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expansion in the volume of business. 

Business executives know that in a pe- 
riod of rapid expansion many things 
creep in which have to be eliminated in 
the following period of depression. Re- 
duction of swollen overhead and drastic 
measures of economy are things which 
come with hard times because they are 
difficult and even impossible in days of 
prosperity. In this respect governmen- 
tal business cannot differ from private. 
Between 1913 and 1925 the total gov- 
ernment cost payments of American 
cities having a population of over 30,- 
000 increased from $32.59 per capita to 
$71.46. This increase is due, of course, 
in considerable measure to the decreased 
purchasing power of the dollar; there is 
no doubt also that it brought a higher 
standard of public service in many direc- 
tions. But it would be contrary to rea- 
son and experience to suppose that in 
this period of rapid expansion many 
things have not crept into the adminis- 
tration of city governments which can 
and should be eliminated. 

Here and there a courageous execu- 
tive has tackled this problem. Recently 
one city, by saving a few thousands here, 
tens of thousands there, and scores of 
thousands in enforced reduction of 
school expenditures, has reduced its tax 
rate 36 cents per $100 in a single year. 
Incidentally, it is worth noting that in- 
vestigation showed that a score of 
grocers were delivering liquor to the 
city’s poor under authorization of the 
department of public charities. An- 
other and larger city in 1925 wiped out 
an inherited deficit of $1,100,000 and 
reduced the tax rate 49 cents per $100. 
That similar opportunities do not await 
the right sort of executive elsewhere, it 
is impossible to believe. 

Another factor with which we have to 
deal is the natural desire of governmen- 
tal departments to expand. Within rea- 








sonable limits, determined of course by 
the needs of the whole organization, no 
good executive would have things other. 
wise in either a public or a private cor. 
poration. But it is also true that this 
tendency needs to be carefully watched, 
and in government business control of 
the department that spends public 
money is often difficult. 

If a department has much Patronage 
to bestow, it may easily become im. 
perium in imperio, and its head may 
defy the chief executive and even wreck 
well-considered plans of administrative 
organization. When the work of a de. 
partment is of a sort that interests large 
numbers of voters, whether they be 
farmers, laborers, educators, or any 
other class of people, it is likely to re- 
ceive about what it asks for; neither a 
legislator nor an executive welcomes a 
contest with it. 

There is even more truth than humor 
in the definition given to a congressional 
committee by an experienced administra- 
tor, who stated that a scientific agri- 
culturalist is a man who can make two 
dollars grow on an appropriation bill 
where but one has grown before. 

Mutatis mutandis, the definition is 
equally applicable to the educator, road 
builder, city planner, welfare worker or 
other governmental agent carrying on 
an activity that is, or is supposed to be, 
popular with many voters. Economy is 
always difficult when large numbers of 
public employees are concerned or when 
the work of a small body of experts en- 
lists active outside support. 


IV 


This brings us to a third factor, which 
for ten or twenty years past has become 
increasingly important—the organized 
activity of groups of citizens interested 
in securing new or enlarged expenditures 
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for a variety of causes and projects. In 
‘tself this may be a good thing, and to 
it we doubtless owe a large number of 
improvements which otherwise we 
should not now enjoy. But it is unde- 
niably expensive, and it frequently leads 
to confusion between real public de- 
mands and demands that result from 
mere propaganda which does not really 
enlist public support. Civic and com- 
mercial bodies interested in the improve- 
ment of their communities naturally and 
properly endorse projects calling for in- 
creased expenditures. But such agencies 
for developing and directing public 
opinion have become so numerous and 
they are now so highly organized that it 
is dificult for public officials and boards 
of estimate and appropriation to “cut 
the coat according to the cloth.” Most, 
if not all, of us, I suppose, in sundry 
times and places have done our part in 
organizing demand for increased ex- 
penditure, but mounting municipal 
budgets and increasing tax rates have 
brought us to a point where we ought to 
count the cost of new and attractive 
projects for spending public money. On 
every hand, I believe, we find evidence 
that in this respect the country is over- 
organized and that we are breaking 
down all control over the public purse. 

Such control is always difficult, for it 
is so much easier for the man in public 
life to say “‘yes” than to say “no.” As 
President Coolidge remarked last De- 
cember, ‘‘Nothing is easier than the ex- 
penditure of public money. It does not 
appear to belong to anybody. The 
temptation is overwhelming to bestow 
it upon somebody.” To the same gen- 
eral purport, a clever journalist has ob- 
served that the business man reasons 
that money is flat and therefore should 
be stacked; while the politician reasons 
that money is round therefore should be 
kept rolling along. Economy may be 
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popular in the abstract, but when re- 
duced to concrete proposals for saving 
public money it is usually anything but 
popular. When the chairman of the ap- 
propriations committee of the national 
House of Representatives addressed 
the chamber of commerce of a large 
city, he received enthusiastic applause 
for his plea for reducing national ex- 
penditure. But he subsequently wrote, 
in an article published in The Nation’s 
Business, that on his way out of the din- 
ing hall he was met by at least a dozen 
members of the chamber who wanted to 
say a good word for particular appro- 
priations that interested them. As the 
governor of Massachusetts expresses it, 
in these days a public official who prac- 
tices and enforces economy receives very 
little help and feels very lonesome most 
of the time. 

Governor Fuller’s remark is the more 
significant because it comes from the 
chief executive of a state which has 
always provided liberally for real public 
needs and for some years past has been 
adhering resolutely to the sound policy 
of “pay as you go.” Within the past 
decade we have reorganized the admin- 
istrative departments of Massachusetts, 
introduced a good budget system, estab- 
lished adequate financial control, and re- 
frained from contracting new loans. We 
have been financing necessary improve- 
ments out of current revenues, and can 
look forward to the time when the 
direct debt of the state will be com- 
pletely extinguished. There may have 
been cases of unwise economy, but they 
have not been important or more num- 
erous than should be expected. Econo- 
mizers sometimes err, but so also do 
magnificent spenders, and our state, 
while following the straight and narrow 
path of financial rectitude, has been able 
to make reasonable provision for perma- 
nent improvements. Yet, in spite of this 
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splendid record, the “pay as you go” 
policy has been under constant attack 
and will be maintained only so long as 
we have governors who refuse to yield 
to the pressure of state employees and 
organized outside propaganda. 

In ancient Greece, we are told, the city 
of Thurii had a law which provided that 
anyone who sought to abolish any exist- 
ing law or establish a new one should 
come into the popular assembly with a 
rope around his neck and there present 
his proposal. If his innovation was ac- 
cepted, he could go on his way rejoicing; 
but if it was rejected, the rope was 
tightened and he departed for that 
bourne whence no innovator or other 
traveler returns. The result may have 
been that Thurii was an unprogressive 
town which had to worry along without 
public improvements, and the punish- 
ment meted out to unsuccessful inno- 
vators was certainly extreme. But sup- 
pose that, in place of the rope, we re- 
quired projectors of new enterprises to 
provide definite plans for raising addi- 
tional revenue, and stipulated that new 
projects should not be undertaken until 
additional revenue had been actually au- 
thorized. Bond issues, of course, would 
not be considered revenue, but the new 
revenue might be used for interest and 
sinking fund purposes. 

This would not discourage projectors 
unduly, but would help us to distinguish 
between real and manufactured public 
demands. In a number of states some- 
thing like this was actually done when 
taxes on gasoline were introduced. If 
there is a genuine demand for an im- 
provement, public opinion ought to ap- 
prove the necessary ways and means, 
whether by increase of existing taxes or 
introduction of new ones. We need im- 
provements and shall always need them, 
but we need also some better method 
than we now have of obliging the public 


that calls for new expenditures to 
reckon seriously and intelligently with 
the cost. 

No private business could keep its 
head above water if its budget of ex. 
penditure was dictated by the pressure 
of more or less irresponsible and inter. 
ested groups of employees, stockholders, 
or even directors. Yet this is precisely 
the condition which confronts us in the 
business of government. For a decade 
or more, municipal budgets have been 
subject to increasing pressure of inter. 
ested groups professing to voice public 
demands and urging their claims under 
conditions which make coordination dif. 
ficult and intelligent control well-nigh 
impossible. Public officials often realize 
this, but feel themselves swept along by 
an uncontrollable movement which 
seems to have popular support. So long 
as this condition continues, it is hard to 
see how real estate can hope for relief. 

This is the appropriate place for the 
observation that commercial bodies, in- 
cluding real estate boards, have no little 
responsibility for the conditions I have 
set forth and that they can do much to 
make them better. We shall always 
need improvements, and with such 
things commercial organizations are 
properly concerned. But we want in- 
provements that really improve, and we 
need to coordinate and moderate de- 
mands upon the public purse. With our 
city planning and all our other planning 
that tends to increase expenditures, we 
need also financial planning and careful 
consideration of ways and means. 

In our private and business affairs we 
know that it is possible to go too fast 
and too far with expenditures that are 
in themselves desirable. We should 
realize that the same is true with the 
business of government and that we can- 
not go on increasing public expenditure 
indefinitely without reckoning the cost. 
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VI 


Since the chief difficulty arises from 
the amount of public expenditure, there 
are some devices that should be avoided 
because they direct attention away from 
the real problem and produce results 
worse than the disease they are designed 
to cure. One of these is the limitation 
of rates of taxation. When unac- 
companied by effective control of mu- 
nicipal borrowing, this device has gen- 
erally had disastrous results. Munici- 
palities soon increase tax rates to the 
maximum figures permitted, and then 
proceed to borrow such money as cannot 
be raised within the tax limit, even using 
it, in fact if not in form, for meeting cur- 
rent expenditures. Few American cities, 
if any, have not at one time or another 
borrowed money improvidently, and 
laws limiting tax rates have tended in 
no small degree to intensify this evil, 
which is the most dangerous in the 
whole domain of municipal finance. 
Current expenditures, as we all know, 


should be financed from current reve- 


nues, and limitation of tax rates has fre- 
quently resulted in financing some. part 
of them with borrowed money. 

Another device has been to limit not 
the rate of taxation but the amount of 
the tax levy, by requiring that no levy 
shall exceed by more than a certain per- 
centage, say §% or 6%, that of the pre- 
vious year. When first adopted, this 
plan seemed partially effective, but fur- 
ther experience showed that the percent- 
age of increase fixed as a maximum 
came to be accepted as the proper and 
even necessary rate of increase, with the 
result that, as an Oregon official ex- 
pressed it, “the maximum became a 
minimum.” Moreover, under the per- 
centage limitation, there is the same 
danger of obtaining by bond issues 
money that cannot be raised within the 
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limits imposed upon the tax levy. It 
would seem too much to say that tax 
limitations have always proved ineffec- 
tive and injurious, but it is certain that 
they are pernicious unless they are ac- 
companied by effective control of mu- 
nicipal borrowing. 

From the preceding considerations it 
follows that readjustments in state and 
local taxation, diversification of revenue 
systems, and limitation of tax rates or 
levies are things to be entered upon with 
care and circumspection and with full 
realization that the principal problem in 
these days is the insatiate demand for 
more and more and more expenditure. 
I have said nothing in disparagement of 
tax reform, but have warned that it will 
not help real estate unless public ex- 
penditures can be brought under control. 
If the prospect is unpleasing, it is all 
that the facts warrant. The fundamen- 
tal problem, I repeat, is one of expendi- 
ture and not of taxation. 

The outlook for real estate is not 
brightened by another factor, to which 
all too little attention is usually given, 
namely, competition between states and 
competition between municipalities to 
attract people and wealth and industry, 
by offering more favorable conditions of 
taxation. This tendency is nothing new, 
but it seems to have gained force in re- 
cent years as a result of organized 
activity similar to that which has helped 
to increase public expenditure. 

Tax laws intended to attract manu- 
facturing industries, incorporated com- 
panies of all descriptions, and monied 
capital are no novelty in the United 
States, and efforts of municipalities to 
secure residents and industries by offer- 
ing inducements, authorized or not au- 
thorized by law, are all too familiar to 
students of taxation. One state has re- 
cently amended its constitution so as to 
prohibit its legislature from ever im- 
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posing taxes on incomes and _ inherit- 
ances, and the influence of this action 
has been felt in many others which had 
been trying to improve their system of 
taxation. It is also a fact that in towns 
and cities in all parts of the country 
there are committees, councils, boards, 
chambers, and foundations, many of 
them, I suppose, receiving the support 
of real estate interests, which are work- 
ing industriously to attract industries, 
and in this laudable effort are advertis- 
ing as never before the advantages 
offered in the way of taxation. Low 
valuations on buildings, total exemption 
of machinery and stocks of goods, “‘co- 
operation” between tax officials and new 
industries, exemption of such industries 
for periods of five or ten years, exemp- 
tion of manufacturing capital employed 
within the state, and other things with 
which many of us are familiar, are 
the bait offered by booklets, circulars, 
and newspaper advertisements broad- 
cast throughout the nation. 

We are faced, therefore, not only 
with organized effort to increase public 
expenditure but also with organized 
activity directed toward narrowing and 
reducing the basis of taxation. 

Since no state and no municipality 
would benefit by such measures if all 
states and municipalities offered induce- 
ments exactly similar in nature and de- 
gree, it is obvious that the net effect is 
to attract industries, people, and wealth 
to those places which outdo the others. 
Competition, therefore, tends to become 
increasingly severe; and in proportion as 
the work becomes better organized and 
financed it constitutes more and more of 
an obstacle to tax reform. When a city 
can advertise that a manufacturer with 
$200,000 of capital will receive exemp- 
tions and other advantages in taxation 
which will save him $40,000 in ten 
years, it is easy for him to figure that by 





locating in that city the taxes he yill 
save will, with the accumulating interest, 
amount to $50,000 and will enable him 
to write off 50% of his plant within , 
decade. In cities that play this game 
with the most success, some advantage 
doubtless accrues to real estate, but for 
real estate the country over the final out. 
come must be a loss. 

What used to be a condition of no 
great importance and of a sporadic na- 
ture is tending to become a systematic 
and widespread movement which bodes 
no good for the future. It it continues, 
the basis of taxation will be continually 
narrowed, and there can be no doubt as 
to what class of property will be in- 
juriously affected thereby. Looking at 
the matter broadly and ignoring the ad- 
vantage that may accrue in some locali- 
ties, we see that the exemption game, 
whatever its momentary attraction, is 
not one which the owner of real estate 
can play with advantage to himself. 
For many years state and local taxation 
has been honeycombed with exemptions 
that reduce the amount of taxable prop- 
erty and increase the burden falling 
upon real estate. 

With such forces, owners of real es- 
tate have no community of interest, and 
against them they should, both in the 
interest of real estate and in the public 
interest, make ceaseless war. Even at 
some immediate cost, real estate inter- 
ests should insist that the exemption of 
property yielding private gain is con- 
trary to public policy and should be 
brought to an end. This does not mean 
that all property should be subject to 4 
general property tax levied at a uniform 
rate, for such a method of taxation has 
never worked to the advantage of real 
estate or the community at large. It 
does mean that what we need is reason- 
able and practicable methods of getting 
from everyone a fair contribution to 
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case. In this direction certainly, as well 
as in that of controlling the amount of 
public expenditure, the true interest of 


real estate owners lies. 


The Problem Before the Real 


Estate Owner 


He who buys real estate gives hos- 
tages to fortune. His property cannot 
be removed to another locality and can- 
not be concealed; he must, therefore, 
bear scot and lot with the community of 
his choice. Since his interests are local- 
ized, he must deal with local conditions 
as he finds them, and he is therefore 
vulnerable to attack by local projectors, 
planners, exempters, boomers, boosters, 
and advertisers. National conditions 
and the nation-wide results of financial 
policies affecting real estate may interest 
him in the abstract, but it is the concrete 
situation facing him in his home town 
that chiefly concerns him. Only by co- 
operation on a national scale, through 
organizations capable of taking the 
broadest point of view and considering 
the nation-wide effect of policies of local 
expenditure and taxation, can real estate 
owners avoid being picked off in detail 
by the organized forces now campaign- 
ing for increased public expenditure and 
continued narrowing of the basis of 
taxation. 

Seven years ago, the country was in 
the midst of a great industrial depres- 
sion. There was a shortage of buildings 
in most American cities, but construc- 
tion costs were very high, and money 
was dificult to obtain. At that moment 
the real estate owner and operator had 
so many troubles that municipal taxa- 
tion constituted one of the least of his 
problems. However, as the war re- 
ceded further into history and real es- 
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tate readjusted itself to peace condi- 
tions, real estate owners found that 
their tax problems were more important 
than ever before. Today it is safe to 
make the forecast that, if existing con- 
ditions in municipal expenditure and 
taxation continue for another seven 
years, urban real estate will find peace 
as onerous as war. 

Instead of the shortage of buildings 
which existed in 1920, we now have 
buildings in plenty, and even to spare. 
Yet, under the influence of easy money, 
high-powered salesmanship of security 
dealers, and a highly organized con- 
struction industry which has service to 
sell and a large overhead to carry, the 
boom in building construction has con- 
tinued. How long it will go on, I do not 
know. This year has brought a decline 
of activity in cities, which is a healthy 
symptom, but until money conditions 
change radically I shall expect to see a 
large volume of construction main- 
tained. 

During boom times the increase of 
real estate taxes has not been felt so 
seriously as it will be some day when our 
cities become further overbuilt and 
rentals and values move as they always 
have moved under such conditions as 
will then exist. Just as, in regions af- 
fected by the present agricultural depres- 
sion, farmers are finding their substance 
devoured by high taxes required to pay 
for good things in which they indulged 
during the flush times that ended in 
1920, so in many of our cities it is easy 
to foresee a pressure of real estate taxes 
not pleasant to contemplate. 

Somehow, no doubt, the situation will 
be dealt with when it arises; but I am 
old enough to recall that forty years 
ago, in the decade of the 1880’s, cities 
were still writing off inflated values and 
were liquidating debts that ought never 
to have been contracted, although the 
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boom conditions which had made these 
things necessary had come to an end in 
1873 and the worst of the resulting 
liquidation was probably over by 1879. 
History never repeats itself precisely, 
but it does exact severe penalties from 
those who ignore it. We have been liv- 


ing through the most tremendous boom 
the construction industry has ever ey. 
perienced in the United States. Such 
things always have been followed by a 
period of reaction; and the only prudent 
course is to put our house in order while 
there is yet time. 
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AMERICA’S AGRICULTURAL POSITION 
AND POLICY. 


By JOSEPH S. DAVIS 


I 


HE reformulation of America’s 
T sescutaral policy, and particu- 

larly the decision upon specific 
steps to be taken now, should rest upon 
sound analysis of the present position 
and its causes, a clear understanding of 
underlying trends and tendencies, and 
some broad conclusions about national 
policy in general. 

A really adequate discussion of the 
agricultural position is impossible in 
limited space. We have not one agricul- 
tural problem, but many. Conditions in 
different regions, in different commodi- 
ties, are so diverse that generalized 
statements are often inaccurate and mis- 
leading. Nevertheless, something is to 
be gained from a broad view, for in dis- 
cussion of multifarious details it is hard 
to keep the necessary perspective. 

The central fact in the present situa- 
tion is this: American farmers suffered 
severe depression after the war; despite 
considerable improvement, they have not 
yet emerged from this depression; and 
they fear further prolongation of the 
period of subnormal incomes. Mean- 
while, other classes of the population 
have enjoyed an unprecedented and sus- 
tained accession of prosperity, and the 
persisting disparity excites agitation for 
radical measures of farm relief. 

_ The evidence of agricultural depres- 
sion is so abundant that it need not be 
marshaled in detail. Farm values have 
fallen heavily from their peak in 1920. 
Farm mortgage debt has risen greatly 
since before the war and represents a 


much larger proportion of farm values 
than in 1920 or before the war. Prices 
of farm products, in general and as a 
whole, have been for several years be- 
low their prewar ratio to the general 
level of prices. In several years since 
1920, farm incomes, as a whole, have 
been relatively low in terms of purchas- 
ing power, whether in comparison with 
prewar farm incomes or with incomes of 
other classes. The burden of interest 
and taxes has been very heavy. Bank- 
ruptcies among farmers have run abnor- 
mally high and yet represent only a 
fraction of the losses of farms by oper- 
ating owners. A terifically high move- 
ment from the farms to the cities has 
taken place, and a net decline in farm 
population, estimated at about three 
million in the seven years, 1920-1926, 
has taken place. 
II 


There has been manifest, indeed, a 
tendency to minimize the recovery that 
has taken place, to paint too dark a pic- 
ture of the farmer’s present position and 
outlook, to exaggerate the contrast be- 
tween the farmers and the rest of the 
country, and to ignore the real but in- 
tangible advantages of the farmer. The 
decline in land values, for example, is 
commonly measured from the abnormal 
peak in January, 1920, when prices in 
general were at a high point. In fact, 
if allowance is made for the change in 
the purchasing power of the dollar, 
gross farm values are probably higher 
today than in 1920, though this is prob- 
ably not true of farm values less farm 
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indebtedness. The Department of Agri- 
culture indices of farm prices are cal- 
culated upon a base for a five-year 
period shortly before the war, when 
farm prices stood higher in relation to 
commodity prices in general than per- 
haps during any previous period of 
equal length. Comparable statistics of 
farm income are not available for pre- 
war years, and the tendency is to com- 
pare recent figures with the high figures 
of 1918 and 1919. Some analyses of 
the available data, indeed, suggest that 
the purchasing power of current net in- 
come of farmers in the past three crop 
years has averaged as high as it did in 
the five years before the war; but in the 
recent period land values have been de- 
clining, whereas before the war the 
farmers counted on increase of land val- 
ues to supplement their current income. 

Comparisons of per capita incomes 
of farmers with those of other classes, 
indeed, are further misleading because 
they ignore numerous relevant facts. To 
mention only a few: many farmers have 
some income from outside occupations; 
much of the farmer’s real income is not 
comparably measurable in money terms; 
farmers do not incur the risks of un- 
employment; the telephone, the radio, 
the automobile, and, in many cases, the 
tractor and electricity, have contributed 
more to the improvement of conditions 
of life on the farm than they have to 
life in the city; farming, in general, is 
not primarily a money-making activity 
but predominantly a mode of making a 
living. At worst, there are substantial 
advantages enjoyed by the farmer over 
his city cousin that are in no wise meas- 
urable in money terms, and recent de- 
velopments have moderated many of his 
previous disadvantages. If farming 
offered in addition a considerable finan- 
cial return, the drift into farming would 
certainly be excessive. 


The tendency to exaggerate the un. 
favorable relative position of the farmer 
is not unnatural. In part it is due to de. 
lays, inexperience, and some bias in 
gathering and interpreting the basic 
data. In part it reflects a state of mind 
—the psychological depression is greater 
than the facts as a whole really warrant, 
In part it is due to the belief that a dark 
picture is necessary to excite the serious 
attention of complacent business men 
and workers remote from direct con. 
tacts with agriculture. It is part of the 
effort to procure vigorous measures on 
behalf of the farmer. This tendency to 
exaggeration, inevitable and indeed nec. 
essary though it may be, has some unfor- 
tunate results. It tends to arouse bitter- 
ness and to lead to the adoption of in- 
appropriate policies. Emergency meas- 
ures should be confined to emergencies, 
not established as persisting policies. 
Basic improvements in our national agri- 
cultural policy can be made only if the 
facts of the situation and outlook are 
appraised aright and in due perspective. 
The farmer, no less than the country at 
large, stands to lose by the adoption of 
ill-advised measures, devised to meet 
conditions which do not really exist. 

I cannot accept the view, espoused 
by the National Industrial Conference 
Board, that there has been, ever since 
1900, a progressive maladjustment un- 
favorable to the farmer. The true in- 
terpretation of the evidence is, I believe, 
that from the middle go’s until war 
broke out in Europe the economic posi- 
tion and social status of the American 
farmer showed progressive improvement 
to an unprecedentedly high level; that 
during part of the war period farmers 
experienced exceptional prosperity; and 
that only with the onset of the depres- 
sion in 1920 did they fall upon hard 
times. I do not mean to imply that 
American farmers have ever attained, 4s 
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a class, a standard of life and work that 
one can regard as ideal. I am con- 
vinced that we should, so far as possible, 
seek such an agricultural policy as will 
not merely bring the depression to an 
end but make for raising farm condi- 
tions well above the levels they have 
ever yet attained. But I submit that one 
must distinguish between removing the 
causes of depression, on the one hand, 
and raising the farmer to parity (what- 
ever this may mean) with urban work- 
ers or business and professional men, on 
the other. 

I cannot endorse the view that if noth- 
ing is done for the farmer he will re- 
lapse into a state of peasantry. Peas- 
antry is a status marked by relative im- 
mobility of occupations, limited access 
to education, and intensive cultivation 
of small plots of land. These condi- 
tions have never obtained in this coun- 
try except in limited areas, and there is 
no reason to expect them to obtain. 

Nor can I agree that we shall have 
to face a serious food shortage if the 
farm problem is not genuinely tackled. 
We can well do with much less of a food 
surplus than we have been producing. 
Occasional years of relative shortage 
will not be surprising or even undesir- 
able. I see no reason why we should 
not continue to import sugar and trop- 
ical oils, as well as coffee, cocoa, tea, and 
bananas, in increasing quantities. With 
Canada at our doors, with increasing 
eficiency in food production, with the 
War experience to convince us of the 
ready expansibility of our own food pro- 
duction, with our diversity of produc- 
tion, we need have less fear of food 
shortage than almost any other nation 
in the temperate zone. Even with the 
growth of population we shall find in 
this country, I believe, that it will not 
be shortage of food supplies, but other 
factors, that will restrict our increase of 
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population. Let us not be alarmed by} 
any such bogies. 3 
Nevertheless, without distorted anal- 
ysis, the facts remain that the farmer 
has lately borne a heavy burden of finan- 
cial distress and economic readjustment; 
he is not out of the woods; the agricul- 
tural position is not altogether whole- 
some; the outlook is not satisfying. The 
agricultural problem is rightly viewed 
as one of the major economic, social, and 
political problems of the day. It is true 
that in the 70’s, and again in the 9g0’s, 
the country suffered a similar agricul- 
tural depression; that of the 9go’s, in- 
deed, was probably more severe than 
the recent one, but the accompanying 
business depression was so serious and 
prolonged that the contrast between in- 
dustry and agriculture was far less strik- 
ing. Such recurring depressions are a 
blot on our economic escutcheon. To 
prevent their recurrence in serious form, 
to minimize their unfortunate results, to 
facilitate prompter recovery, to pro- 
mote continuous readjustment in agri- 
culture and between agriculture and in- 
dustry, to mitigate the sufferings from 
such adjustments, to reduce, if possible, 
the instability in farm prices and incomes 
now resulting from year-to-year varia- 
tions in crops and live stock, to improve 
the efficiency, raise the economic status, 
and increase the social soundness of agri- 
culture: these present a challenge to the 
best thought and effort of the nation. 


II 


The wise doctor diagnoses before he 
prescribes. Before proposing remedies, 
we must seek causes. What, then, are 
the major causes of the agricultural de- 
pression and the factors prolonging its 
duration and unsettling the agricultural 
outlook? 

Certainly two fundamental and re- 
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lated groups of causes were the great 
rise of the general level of prices during 
the war and after, and the abrupt re- 
versal of this movement in 1920-1921; 
and the accompanying increased demand 
for American agricultural products in 
Europe and its subsequent radical de- 
cline. The period of rising prices brought 
the farmers exceptional prosperity for 
the time. Rising costs lagged behind 
rising prices, and large profits were 
made. Land values rose, and mortgage 
debts previously incurred became less 
burdensome. Many farmers sold out 
and retired. But the farmer’s prosper- 
ity—real enough as it was, though less 
in reality than in appearance—carried 
the seed of depression. It overstimulated 
farm production, and in agriculture es- 
pecially it is notoriously easier to ex- 
pand than to contract. The increased 
credit margin tempted many to buy 
farms at high prices or tempted estab- 
lished farmers to buy more land, and 
bankers did not properly discourage 
these tendencies. It encouraged the 
breaking up of new lands, the planting 
of orchards and vineyards, the building 
up of live stock herds and flocks. In 
part, these were the response to patriotic 
appeals for greater production; in larger 
measure, I believe, they were the re- 
sponse to high prospective returns, 
largely unchecked by expectations of 
subsequent reaction. 

After the war, the decline in the gen- 
eral level of prices was a severe blow to 
the farmers. Prices declined faster than 
costs. Farm values declined, but mort- 
gages did not. Moreover, the decline in 
Europe’s need of imports of agricultural 
products was accompanied by increased 
output in Canada, Argentina, and Aus- 
tralia, and by recovery in Russia. In 
wheat, rye, corn, cotton, and hogs, com- 
petition from Europe itself or from 
other exporters revived. Still further, a 
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decline in per capita domestic demand 
which had been going on for several 
years, was intensified. Greater average 
longevity, shorter hours of labor, mech. 
anization of industry and agriculture, 
increased transportation facilities, better 
housing and heating, have reduced per 
capita food requirements for energy and 
heat to quite a marked degree. The 
substitution of the automobile, the truck, 
and the tractor for the horse reduced the 
demand for horses, a farm product, and 
for horse feed. The restriction of im- 
migration, by the war and after, and 
the higher level of incomes after the 
war, made for a reduction in per capita 
use of certain staple food products and 
an increased use of sugar, fruits, and 
vegetables, of which some are produced 
abroad, some on truck farms near cities, 
and only part by organized agriculture. 
Prohibition, even though ill enforced, 
reduced the demand for barley and 
other agricultural products, though it in- 
creased the demand for grapes. The 
war demands for cotton ended, the pov- 
erty of Europe retarded the recovery 
of her ordinary textile markets, and the 
increased use of silk and rayon competed 
with the humbler cotton. The ravages 
of the boll weevil, for a time, made for 
short crops and high prices and thus 
prolonged the delay in recovery of the 
cotton trade, while at the same time it 
stimulated expansion of cotton acreage 
outside the areas of infestation. Here, 
in short, we have in part a collapse of 
abnormal war demands and in part a 
tendency, present but obscured during 
the war and continuing since, for a re- 
duced per capita demand at home. 
Along with these factors there has 
been an increase of efficiency on the 
farm, in crop and live stock raising. This 
is not a new tendency, nor has it gone 
anything like so far as it can and must. 
But it was probably promoted to some 
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extent by the pressure of war demands 
and by depression conditions later. It 
has made possible larger production per 
farmer and thus has tended toward over- 
production and depressed prices. One 
phase of this deserves a word of em- 
phasis. The use of the tractor and the 
combine, with a knowledge of dry farm- 
ing, has extended the frontier of wheat 
growing, notably in Montana and South- 
west, so that wheat grown at low costs 
in these new areas competes with wheat 
grown in the older regions where these 
inventions are not economically applica- 
ble. And the extension of cotton grow- 
ing in Texas, with the development of 
machine cultivation and picking, has 
brought lower-cost cotton into competi- 
tion with higher-cost cotton from other 
areas of the older South. In a measure 
not fully appreciated, the farmers in 
older regions have been hurt by the ex- 
tension of the farm area with the aid of 
newer production methods. 

The result of such developments has 
been a state of overproduction, in the 
sense that farm products as a class have 
been forthcoming in excess of amounts 
that the market would absorb at prices 
remunerative to a large proportion of 
the producers. We have produced a 
surplus in the sense that smaller outputs 
would have brought the farmer a higher 
gross and net return. Under such con- 
ditions, our cultivated area and our 
farm population have been redundant; 
and apparently they remain redundant 
even after a period in which they have 
declined while the national population 
has increased. 

; rurthermore, variations in crops and 
live stock count, fluctuations in farm 
prices of different products in successive 
years and from week to week, have been 
pronounced. This is nothing new, but 
the variations have perhaps been greater 
than usual; certainly they have con- 


tributed to the uncertainties and the dif- 
ficulties of the farmer and perhaps have 
increased his losses as well. In some 
quarters there is a tendency to consider 
this the root of the farmer’s difficulties 
and the handling of seasonal surpluses 
the outstanding problem. This, I be- 
lieve, exaggerates its importance. I rec- 
ognize here a problem of long standing, 
which merits serious efforts to solve it, 
but it is no peculiar element in our post- 
war difficulties. 

Among the complicating factors of 
the present situation are the “hangover”’ 
of old debts and the burden of high local 
taxes. Those who bought farms or farm 
land on credit at high prices have been 
the worst victims of the depression; 
banks that loaned to them have failed or 
suffered severe losses, and even solvent 


-farmers and merchants have been em- 


barrassed as lenders, bank depositors, 
and bank stockholders. This is one rea- 
son why the McNary-Haugen plan com- 
mands such support from merchants and 
bankers in the farming states, and why 
financial recovery of the farmers has 
been slower than the recovery in cur- 
rent income. 


IV 


I have spoken of a trend toward de- 
creasing per capita consumption of do- 
mestic farm products, a trend toward 
increased efficiency per farmer. Another 
fundamental trend deserves emphasis— 
the trend toward industrialization. This 
is far from new, but it has been ac- 
celerated in recent years. As we have 
seen, industrial products like automo- 
biles, gasoline, and rayon compete with 
agricultural products like horses, oats, 
and cotton, both in the cities and on the 
farms. Where such competition exists 
or arises, the industrial product has fre- 
quently an advantage over the agricul- 
tural in economy of production. Even 
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roadmaking, formerly a township odd 
job for the farmers, is now in large 
measure a specialized business. More 
fundamentally this tendency to indus- 
trialization rests on the fact that agri- 
culture in the main produces foodstuffs, 
for which the demand is limited or in- 
elastic, and declining per capita, while 
industry’s products are of such variety 
that the demand for them is almost un- 
limited, quite elastic, and rapidly in- 
creasing per capita. The greater our 
prosperity, the greater our efficiency, the 
more widespread our technical and 
geographical specialization, the larger 
the field for industry and trade and the 
smaller the relative scope for agricul- 
ture. 

There are those who deplore these 
trends and would seek to reverse them. 
Many business men seek to excite, by 
advertising, an increased demand for 
this, that, or the other food, to empha- 
size the danger of the fad for slim fig- 
ures. Many agricultural spokesmen urge 
that we have overemphasized productive 
efficiency on the farm. Many prophesy 
national disaster if our tendency toward 
industrialization continues and if the 
farming population falls below, let us 
say, 25% of the totai. 

I cannot subscribe to these views, save 
in part. I believe these trends must be 
recognized as not, on the whole, undesira- 
ble and as at least inevitable. The rea- 
sons for the trend toward industrializa- 
tion lie partly in the limited demand for 
agricultural products as compared with 
the demand for industrial goods and 
services of many kinds. They lie also 
in the fact that our national genius for 
invention, organization, and finance finds 
larger scope in industry, transport, and 
trade than in agriculture. Our increased 
population, with its ever-rising stand- 
ards of living, rests largely upon this 
very industrialization. True, it brings 
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its peculiar problems—greater depend. 
ence of employees upon business leaders 
congestion of population in cities, aad 
the like. But we are aware of these 
problems and are gradually approaching 
their solution. Recent developments, 
notably the automobile and long-range 
transmission of electricity, presage, I be. 
lieve, a lessening centralization of indus. 
try and better access of industrial work. 
ers to semirural life. We have gained 
in knowledge of improving physical and 
psychological conditions of urban and 
industrial life and work and in coping 
with forces making for business jn- 
stability. 

That way progress lies, I believe, 
and not in attempting, like Canute, to 
turn back the tide, not in subsidizing 
farmers, directly or indirectly, to stay 
on the farms to be solid citizens and 
breeders for the nation. There is, | 
suspect, no magic in any given propor- 
tion of the population in agriculture, no 
inherent danger in a decline of this pro- 
portion, though at any given time there 
is danger that the decline may go too 
fast or too far. We need farmers and 
we shall have them, but we need farm- 
ers who are on the farms because they 
fully pay their way and choose that life, 
with its mixture of financial and intangi- 
ble returns, because they prefer it to in- 
dustry, trade, or the professions. I come 
of farming stock; I do not love the city; 
but I see no reason why we cannot con- 
template a wholesome, well-balanced na- 
tional life even if the proportion on the 
farms should fall much lower than it is 
today. A sound national economy and 
social structure implies no particular oc- 
cupational distribution, but a changing 
equilibrium in which each part fills its 
réle in nation’s productive life. 

This implies my agreement with the 
view that we need fewer and better 
farmers than we have had, and probably 
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still have, and that the net movement 
from the farms probably has further yet 
to go before agricultural overproduction 
will be eliminated. It need not disturb 
us that agriculture has a declining share 
in the national income. It is not the 
total agricultural income, but the income 
per farmer, that concerns us. We are 
right in believing that conditions are 
wrong when the typical or average farm- 
er is chronically unprosperous. In so 
far as the redundancy of farmers and 
cultivated areas is a cause of depression, 
it is sound policy to promote the removal 
of this cause and to ease the essential 
process of readjustment. But the im- 
provement of conditions involves more 
than this apparently simple and inevi- 
tably painful treatment. 

I believe the McNary-Haugen bill 
was wisely rejected. I believe it would 
have tended to prevent wholesome read- 
justment, not to promote it. In opera- 
tion its machinery would have encoun- 
tered intricate difficulties, but even if it 
had overcome them its success, I believe, 
would have made for an increase in our 
surplus agricultural production, intensi- 
fying the problem it was designed to 
solve, and paving the way for a break- 
down that would have been disillusion- 
ing and costly to farmers and business 
alike, but especially to farmers. I be- 
lieve there isno such emergency as would 
justify us in saying, ‘Something must be 
done; here’s a grand experiment; let us 
try it in desperation.” Despite the talk 
of impassioned orators, agriculture is 
not prostrate or on the brink of com- 
plete collapse. 

I do not believe that agricultural co- 
operation will solve the farmers’ difk- 
culties, with or without the aid of gov- 
ernment funds. I sympathize with the 
cooperative movement, but it is a plant 
that cannot have a healthy growth if it 
be forced too much. Encouragement, 
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guidance, and indeed a modicum of 
assistance the government may wisely 
give it in moderation, but no more. Cer- 
tain administration proposals not only 
ignore this fact but rest upon the un- 
warranted assumption that the farm 
problem can be solved by improved mer- 
chandising, notably in smoothing the 
flow of products to market within a year 
and from year to year. 


¥ 


A first step in dealing with the prob- 
lem is to spread the true knowledge of 
it. Much agitation for and against the 
whole policy of relief for agriculture, 
and particular measures, rests upon mis- 
understandings, incomplete analysis, un- 
founded assumptions. The Department 
of Agriculture is doing valuable work 
on the economic aspects of agriculture, 
but its publications still fall short of 
revealing and interpreting the full na- 
ture of the status quo and the course of 
current developments, especially in in- 
dividual commodities and particular 
regions. Fortunately, the recent admir- 
able report of the Business Men’s Com- 
mission on Agriculture affords quite the 
most reliable, well-rounded, convincing 
discussion of the agricultural problem in 
the United States that has yet appeared, 
and should contribute greatly to sane 
progress in dealing with the situation. 

But other steps than mere enlighten- 
ment are desirable. Some of these, such 
as state and local economy in expendi- 
tures, and redistribution of state and lo- 
cal tax burdens with the aid of such 
taxes as the income tax, are largely mat- 
ters of state and local policy, but de- 
serve support from federal agencies. 
Others, like the effort to confine within 
moderate limits, if not to eliminate, 
changes in purchasing power of the dol- 
lar, and the reconsideration and gradual 
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modification of our high tariff policy, 
are important not only for agriculture 
but for many other interests, but agri- 
cultural interests should be enlisted in 
support of them. Others, like the broad- 
casting of crop and market information, 
the analysis of prices, cycles, historical 
trends and tendencies, are already being 
cared for in increasing measure by the 
Department of Agriculture, and should 
be developed further. Many other par- 
ticular moves are needed. 

But what we especially need, at the 
moment and for the next few years, is 
not so much programs as machinery. 

We have adequate basis for proceed- 
ing actively in certain lines and experi- 
mentally in others. The next step in our 
agricultural policy, I believe, should be 
to set up an agency competent to take 
steps, and charged with gradually work- 
ing out, not in the closet but in practice, 
a solution that defies all efforts to reach 
it in advance of experience. 

A Federal Farm Board, if wisely 
chosen and properly constituted, might 
well perform such a service, provided it 
were given adequate powers and not 
saddled with impossible duties. It should 
not be expected to administer a fully 
developed plan laid down by Congress, 
especially one of the proportions pro- 
posed in recent bills, but rather, under 
certain broad powers, to take definite 
action along several lines, and to supple- 
ment this action by bringing forward, 
from time to time, proposals for action 
or legislation in line with a maturing 
policy that would be in the interest not 
only of farmers but of the nation as a 
whole. Immediate relief where needed, 
early improvement where possible, but 
long-run advancement preeminently, 
should be the objectives. The board 
should not confine itself to recurring 
emergencies. It should work toward re- 
moving the causes of severe agricultural 


depressions; to develop and apply means 
for alleviating agricultural readjustment, 
tempering seasonal and season-to-season 
fluctuations, and promoting progressive 
agricultural movements, to find means 
of reducing the handicaps of farming 
and farm life. Had such a board been 
in existence since 1920-21, it could have 
done much that has been done less ad. 
vantageously by other bodies and more 
that has not been done at all, and we 
should, I believe, be much nearer a satis. 
factory solution of the farm problem 
than we now are. Such a plan would 
not mean the final defeat of any favorite 
device or close the door to any type of 
action; rather, it would permit the 
orderly development, adoption, and ad- 
ministration of many elements in dif- 
ferent plans. 

There is also need, I believe, for a 
Federal Agricultural Council alongside 
the board. The best type of Federal 
Farm Board, as I conceive it, would be 
a board composed, not of farmers, but 
of the secretaries of Agriculture and of 
Commerce, a member of the Federal 
Farm Loan Board, and four appointed 
members of equivalent stature, from 
whom would be appointed a governor 
and vice-governor. The Federal Agri- 
cultural Council, on the other hand, 
should be composed largely of leaders 
of farmer organizations or other chosen 
representatives of the farmers. The 
board would have the power and re- 
sponsibility, but the council would have 
the right to take counsel with the board 
—to receive its current appraisals and 
advices, to hear its periodical reports, 
to consider its actual and proposed poli- 
cies, to question its analyses and activi 
ties, to suggest or propose new lines o! 
action. These rights would be invaluable 
though the council possessed no positive 
powers. The influence of farmers would 
thus be brought directly to bear upon 
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the board, rather than upon Congress 
or Congressional committees. 

Such a board and council, with the 
aid of three or more federal depart- 
ments, could make headway in dealing 
with agricultural problems great and 
small. Together, the board and council 
could investigate far more effectively 
than temporary commissions, and focus 
their studies more effectively than the 
Department of Agriculture. They could 
presumably formulate policies better 
than the cabinet, a department secretary, 
a Congressional committee, or a Corn 
Belt committee. The board could act 
within prescribed limits and, when, where 
and as needed, seek Congressional ex- 
tension of its powers with the council’s 
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approval. Such a plan would give the 
farmers more direct influence upon agri- 
cultural policy than they now have, but 
without putting this policy entirely in 
their hands. 

It is true, of course, that no scheme 
works ideally. Certainly the outcome 
of such an agency would depend greatly 
upon the appointed members and the 
intelligence and standing of the board. 
Our experience with federal boards and 
commissions is not wholly reassuring. I 
am constrained to believe, however, that 
here lies our best hope of making sub- 
stantial progress in dealing with the 
agricultural situation so far as it calls 
for national leadership and federal 


action. 
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A BALANCE SHEET OF AMERICAN BUSINEss 
By J. GEORGE FREDERICK 


F THE federal corporation tax is 

not exactly a welcome impost on 

American business profits, never- 
theless the tax return statistics make 
most valuable contributions to our 
knowledge of business. They may even, 
without too much stretch of the imagi- 
nation, be said to constitute a balance 
sheet of American business; the truest 
one that could possibly be obtained, for 
the government audits the books of cor- 
porations, and the tax returns are known 
to be reliable and detailed to a degree 
which would never be made public 
otherwise. They are not, of course 
made public individually by the govern- 
ment; only in great groups of industry 
and commerce. Nevertheless, such in- 
formation has never before been avail- 
able, either from census reports, stock 
exchange statements, or otherwise. 
Many concerns which do not even show 
their balance sheets to their own banks 
must provide the government with full 
facts, and the government auditors 
look at the books to see that they are 
true figures. 

Here, then, is a possible mine of data 
about American business which has been 
much neglected and seldom realized. 
The mass of figures routinely provided 
by the Treasury Department concerning 
the corporation tax returns are forbid- 
ding in appearance and calculated and 
arranged without special regard for 
analysis of American business. More- 
over, the average man’s interest in the 
figures lags because they are published 
a year and a half behind date. Thus 
in August, 1927, the 1925 returns are 
issued. Business men are too prone to 
demand greater up-to-dateness of analy- 


sis; but even with this time handicap 
the possibilities of analysis are so strik. 
ing and novel that they must not be 
overlooked. As the returns have now 
been published for a sufficient number of 
years to make comparisons possible, the 
material gains in importance. It is q 
great pity that in the 1925 figures the 
1924 plan was abandoned of breaking 
down the great groups into individual 
industries. It was probably too frankly 
revealing concerning the status of indus. 
tries, and doubtless was complained 
against, since the new _ intra-industry 
competition is admittedly keen, and in. 
dustries do not wish to disclose their 
weaknesses to each other. 

The variety of observations possible 
to make from this data is exceedingly 
wide. It begins with the sheer number 
of corporations making returns. In 
1920 there were 345,595 corporations, 
whereas in 1925 there were 430,072 
corporations, a gain in number of 
24.3%. Following now with the signi- 
ficant separating of the successful from 
the unsuccessful—those which reported 
a profit and those which reported a de- 
ficit—we find that in 1920, 142,362 
corporations, or 41.1%, were unsuccess- 
ful, whereas in 1925 the number of un- 
successful was 177,738, or 41.3%. 
There is a remarkably close uniformity 
in this number of deficit-showing cor- 
porations in the six years, as follows: 











Total Number |Percentage| All Income in 

Year Cor- Showing | Showing | Excess of All 
porations Deficit Deficit Deficits 

1920 345,595 142,362 41.1% | $5,873,231,060 
1921 356,397 185,158 51.9 457,828,679 
1922 382,883 170,348 44.4 770,034,787 
1923 398,933 165,594 41.5 9307 974,147 
1924 417,421 181,032 43.3 $,362,720.209 
1925 430,072 177,738 41.3 7,021,055 ,602 
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We come here to the first startling 
brute fact, that fairly uniformly nearly 
half of American corporations have 
been showing a deficit for a long period 
of years. Certainly this has never been 
accurately gauged before. The familiar 
saying that 95 out of 100 of those who 
enter business fail is not nearly so 
graphic or definite as the certified fact 
that precisely 177,738 corporations out 
of 430,072, or 41.3%, showed a deficit 
in 1925. 

As far as volume of profit is con- 
cerned, 1925 showed a very encourag- 
ing advance. Profits rose higher in 
volume than before, and deficits sank 
lower in volume; and the excess of all 
income over all deficits—which, if it is 
reasonable to view American business as 
one large holding company with 430,- 
072 subsidiaries—indicates that Ameri- 
can enterprise decidedly bettered itself. 
The volume of profit by the 58.7% suc- 
cessful firms ran up to $9,583,683,697, 
as against $7,586,652,292 the year be- 
fore. The volume of losses by the 41.3% 
of corporations was only $1,962,628,- 
095. Nearly two billion dollars is, of 
course, no small amount of loss to 
show, and indicates the wide area left 
open for the stabilizing of business. 

The above figures cover the entire 
range of American business—agricul- 
ture, mining, manufacture, construction, 
transportation, trade, public service, 
finance, and so forth. When we examine 
individual groups, much variation shows 
itself, as will be noted on the “‘balance 
sheet” of figures shown herewith 
(Table I). 

Taking first the showing as to per- 
centage of firms making a profit, it will 
be noted that mining is the country’s 
weakest industry, only 28.6% making a 
profit. Agriculture is next, with rubber 
goods following. The industry in which 
the largest percentage of corporations 
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show a profit is the paper and pulp in- 
dustry, closeiy followed by the printing 
and publishing industry. 

Studying: the industries making the 
lowest gross profit on sales, we find 
that banking and insurance lead, closely 
followed by railways and public utilities, 
which hold the record, with 2% and 
3-9% respectively. The industries mak- 
ing the highest gross profit are the 
stone-clay-glass group (31.6% ) followed 
by printing and publishing and chemi- 
cals, 28% and 26.8% respectively. 

The industries in which operating ex- 
pense is very high are food, beverages, 
and tobacco, 81.8%, and retail and 
wholesale trade, textiles and lumber 
products, each with 79%. The indus- 
tries with the smallest operating expense 
are the railways ‘and public utilities, 
5.7%. Amusements, hotels and pro- 
fessional services follow with 26.2%. 

Coming now to the acid test of net 
profits after taxes, the absolute lowest 
in the scale is agriculture, which shows 
1.7%. Not far behind is retail and 
wholesale trade, 2.2%, followed by 
leather products, 2.6%. The highest 
record for net profit is made by the rail- 
ways and public utilities, 12.6%, closely 
followed by banking and insurance, 
12.5%. 

When the average volume of profit 
made by the successful corporations is 
figured out, it becomes clear that the 
large-scale corporations are making a 
very strong showing. That of the paper 
and pulp industry (average $863,254) 
is considerably more than twice as high 
as any other average profit made by any 
other division of industry. The only 
group which is at all comparable is the 
rubber goods field, in which are also a 
number of very large-scale companies. 
How high these instances are above 
the average may be judged by the fact 
that the average for all successful cor- 
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porations is $37,980. The smallest 
average profit is very naturally shown 
‘n the amusement, hotels, and profes- 
sional services group ($14,870). 

Turning now to the average volume 
of deficit shown by unsuccessful corpora- 
tions, one finds that the largest average 
loss was made in the rubber goods field, 
$48,240. The explanation of this—re- 
quired by the fact that the successful 
companies in this field made so large a 
profit showing—is that there are vivid 
contrasts in this field, filled with both 
very large and successful and very small 
and very unsuccessful firms. The in- 
dustry showing the smallest deficit per 
unsuccessful firm is also quite naturally 
the amusements, hotel, and professional 
services class, $5,820. 

On studying all dividend payments, 
both cash and stock, by successful cor- 
porations, it will be seen that the largest 
amount of dividend per corporation was 
paid in the chemical field, $71,881. 
Next to the chemical field, in order, are 
rubber goods, railways and public utili- 
ties, metal and metal products, textiles, 
paper and pulp. The lowest record is in 
the mining field, $1,603. 

One of the most important indices to 
the status of an industry as a whole is 
a calculation of the amount of profit 
made by all the corporations in that in- 
dustry, less the total amount of deficit. 
Judging the industries on this basis, 
we find that the manufacturing field as 
a whole has rolled up the greatest rec- 
ord, showing a total of 3,701 millions 
of dollars. Following this is the metal 
and metal products field, which shows 
1,555 millions of dollars. Following 
this is the railways and public utilities 
with 1,333 millions of dollars, and fol- 
lowing in order are banking and insur- 
ance, retail and wholesale trade, chem- 
cals, food, beverages and tobacco, tex- 
tiles, mining, amusements, hotels, and 
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professional services, and _ stone-clay- 
glass. The field with the smallest show- 
ing is agriculture, which actually shows 
a profit of only 17 millions of dollars. 
The next lowest is leather and leather 
products, 47 millions of dollars. Taking 
all fields, the income in excess of deficit 
is 7,621 millions of dollars. 

When we now look into corporation 
health by relative size, other interesting 
things show. The percentage of corpo- 
rations making $10,000 profit or more 
for all fields is 25.1%, The fields which 
show the largest percentage of corpora- 
tions making more than $10,000 profit 
are paper and pulp, 50.8%, rubber 
goods, 47.2%, lumber and _ wood, 
44.7%, metal and metal products, 
43.5%. The lines in which there is 
the lowest percentage of corporations 
making $10,000 or more are amuse- 
ments, hotel, and professional, 18.1%, 
agriculture, 18.3%, railway and public 
utilities, 20%, retail and wholesale 
trade, 22%. 

It is interesting now to examine the 
proportion of the profits in a given field 
which are made by corporations whose 
profits are $10,000 or more. In the 
rubber goods field 96.7% of the profits 
are made by corporations with profits 
over $10,000. Following in order are 
railways and public utilities, 93.8%, 
chemicals, 92.2%, metal and metal pro- 
ducts, 90.8%. Taking all corporations, 
78.2% of profits in American business 
are made by firms whose profits reach 
$10,000 or over. The lines in which 
this proportion is the lowest are con- 
struction, 49.2%, and retail and whole- 
sale trade, 55.8%. 

We come now to a final comparative 
measure which spans the years back- 
ward to 1920. It is fair to regard as 
an important index the change that has 
occurred since 1920 in the excess of 
profits over deficits in any given field, 
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measuring this change in percentages, 


plus or minus. 


In this way a very 


searching and clear measure of a field’s 
advance or retreat since 1920 is pos- 
sible. We find that taking all American 
business as a whole, it has advanced 
29.7% since 1920. The line which has 
made the most rapid advance since that 
time is the rubber field, 212.6%. The 
next one is the food, beverage, and to- 
bacco group, which has made a 100% 
advance. Following in order are rail- 
ways and public utilities, 96.5%, retail 
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and wholesale trade, 69%, banking and 
insurance, 66.9%, chemicals, 56.8%, 


amusements, hotels, and 


professional, 


49.7%. The fields which have retro. 
gressed are paper and pulp, minus 
58.3%, mining, minus 53.6%, lumber 


and wood, minus 49.9%. 


Many indeed are the further obser. 
vations which may be made. Perhaps 
it is significant to reproduce the 1924 
figures by detailed industries, since jn 
the data supplied by the Treasury De. 
partment in 1925 this is missing. The 














Tasxe II. Prorits AND Losses In Various AMERICAN 
BUSINESSES IN 1924* 
Number Per- Average Per- Average 
F of centage | Amount of | centage | Amount of | Total Profit Total 
Line of Business Firms | Making Profit howing eficit in Field Deficit 
Profit Deficit 

Bread, bakery products and retail sale....... 1,400 61.5 | $ 61,042 38.5 | $ 7,423 | $ 52,618,309 | $ 3,903,972 
Milling, flour, meal, feed, etc.............0. 1,496 68.1 37,712 31.9 13,531 8,357 O-gsadte 
Cereal preparations, etc.............0..se0es 194 57.7 176,747 42.3 8,433 19,795,027 1,508 
NS ORE 27 48.1 19,779 51.9 31,911 257,131 750 
Confectionery, candy, ice cream, etc.......... 1,440 58.5 53,921 41.5 12,858 ay ~ em 7,076,321 
Beverages and it haa seh iedeweddins 148 72.3 71,296 27.7 12,268 7,028,718 2,989 
Fish canning and preserving................ 244 56.1 23,925 43.9 20,386 3,277,737 2,181,321 
Fruit and vegetable canning and preserving...| 1,035 65.5 41,623 34.5 12,805 28,220,828 4,571,378 
ttt we, rere 592 71.9 129,910 28.1 93,540 55,341,888 15,527,752 
Sugar making and refining, cane and beet... . 235 52.7 449,007 47.3 148,325 55,088,058 16,464,139 
Ice manufacturing, etc.............0cccceee: 1,531 71.5 18,301 28.5 14,100 20,058,560 6,133,515 
ie seat ed oniiwhin oka 1,530 57.5 21,158 42.5 12,274 18,619,223 7,978,001 
EE es cas cca vecuninsea rds ied 518 40.1 391,140 53.9 13,687 93,482,526 3,818,742 
All other food products..................00- 1,008 57.2 735 o- 17,648 45,885,461 8 
SEER es pe 976 35.0 83,460 5.0 107,852 28,543,555 68,378,780 
Woolen and worsted goods, etc............ * 531 61.0 109,750 39.0 86,779 35,558,902 17,963, 
OS a ae 708 5.3 57,205 54.7 47,126 18,362, 18,237,983 
Carpets, rugs, matting, etc.................. 120 68 219,647 39.2 19,205 16,034,250 902,657 
Artificial leather, oilcloth, linoleum.......... 32 56.2 440,174 43.8 12,202 7,923,138 170,834 
Men’s and boys’ clothing, suits, overcoats. ... 669 62.5 29,581 37.5 20,258 2 I 5,084,873 
Women’s and children’s clothing, suits. ...... 1,664 58.5 8 41.5 9,496 8,210,038 6,552,485 
EO IF FR IOS: 803 63.6 14, 36.4 13,824 7,505,850 4,036,610 
Men’s and women’s underwear, corsets, etc... . 363 53.8 21,265 46.2 15,047 4,146,837 2,679,057 
oe ON eS ae 302 53.6 13,625 46.4 20,807 2,207,305 2,913,058 
Knit goods, hosiery, etc.................000- 1,197 54.8 39,003 45.2 24,921 25, 13,457,051 
Boots, shoes, cut stock and findings.......... 1,280 52.7 78,142 47.3 31,17 52,745,902 18,860,716 
ES aS GORr os ne Ie 31 70.9 6,034 29.1 19,1 132,7 I7I, 
Trunks and valises..............0.0.0-0e0- 198 57.5 7,057 42.5 10,434 876,447 
Rubber boots, shoes and garments... 28 50.0 22,639 50.0 6,579 31 92,105 
Rubber belting and hose........... 13 61.5 747,240 38.5 33,473 5,977,926 167,368 
Celluloid, ivory, shell and bone.............. 98 50.3 12,520 49.7 18,638 651,046 857,386 
Auto tires and inner tubes.................. 134 35.8 282,084 64.2 61,072 13,540,025 552525254 
PN, GOI, 6.6 ockc ccc nececcesanens 1,597 67.3 30,607 32.7 13,744 32,903,074 74174,776 
All paper containers, boxes, bags, wrapping 

MN oan ties aca cecetidecds 4cattd 690 69.4 32,212 | 30.6 10,700 15,420,889 2,257,827 
General printing, publishing, etc............. 8,009 65.0 29,424 35.0 8,821 153,304,173 24,600,472 
Paints and varnishes, etc................... 820 62.4 44,949 37.6 11,621 23,014,007 3,579,426 
Picnic dceceewities <seen baa penwnad based 589 52.4 65,700 47.6 18,555 20,301,530 5,195,565 
ENTIRE DVR GET Op ME 241 56.8 31,728 43.2 116, 800 12,156,362 
Drugs, medicines, etc..............ceccceees 2 55.1 64,810 44.9 8,355 30,785,110 3,233,661 
NE oe Ci che Si et a ek weed anna 27 63.0 572,321 37.0 35,113 9,729,469 351,131 
Electrical machinery and supplies........... 1,553 56.7 143,581 43.3 20,11 126,495,042 13,519,736 
Machine tools and metal working machinery. . 667 48.1 38,701 51.9 27,139 12,423,057 9 
Construction, building and excavating 

“7 RAERES pea a ee 539 59.9 71,413 40.1 16,004 23,066,503 3,456,908 
Office and business optiorent EERIE 309 60.5 150,850 39.5 29,042 28,209,071 3,54351 
Building material and supplies.............. 1,200 65.9 42,332 34.1 9,870 33,485,057 4,030,837 
Household machinery and equipment........ 1,320 58.5 134,496 41.5 19,368 103,965. 10,594,448 
Motor vehicles and accessories.............. 1,671 42.9 450,766 | 57.1 44,522 | 320,652 42,474,573 
Airplanes and spare parts................... SI 45.1 66,431 54.9 23,193 1,527,913 649, 
Musical instruments. ....................0- 351 $7.2 83,804 42.8 34,037 16,844,795 5,105,584 
SUN Aboviansksiebleussécecedbusiaaied 807 | 57.1 42,620 | 42.9 14,225 19,648 4,921,99 

















*From corporation tax returns for 1924; compiled in November, 1926, by the Business Bourse, New York. 
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facts were exceedingly revealing. It 
was, of course, an “off” year, but since 
we are not likely to be given again a 
segregation of manufacture and other 
fields quite so detailed, the material pro- 
vided should be all the more closely 
studied (see Table II). Among the 
many special lines listed, the “beverage 
and spice” (in reality the near-beer field) 
has the best showing in percentage of 
firms making a profit (72.3%). Next 
in order are meat packing, ice, gloves, 
paper containers, flour. Those having 
the worst showing are tires (1924 was 
this industry’s low point), automobiles, 
tobacco; this, being interpreted, means 
that these industries had too many mak- 
ers. The study of the profits and deficits 
made in these lines of trade is illumi- 
nating. 

Among the lines of business showing 
the greatest ratio of profit to loss, for 
the industry, were artificial leather, 46 
to 1; rubber belting, 35 to 1; cereal 
preparations, 30 to 1; locomotives, 27 
to 1; tobacco, 21 to 1; carpets and rugs, 
17 to 1; beverages (mostly near-beer), 
15 to 1; bread and bakery products, 
13 to 1; drugs, 9 to 1; household equip- 
ment, 934 to 1; electrical machinery and 
supplies, 9 to 1; office equipment, 8 to 
1; building material, 8 to 1; automo- 
biles, 734 to 1. These lines of business 
may be said to be the cream of the prof- 
itable businesses, with the best chance 
for profit, as they stood in 1924. There 
is nO 1925 measure for them. 

There were in 1924 a number of in- 
dustries, unfortunately, in which the 
losses were actually more than the prof- 
its in the entire industry: mining, agri- 
culture, shirts and collars, cotton goods, 
gloves, trunks and valises, celluloid, 
butter substitutes, fertilizer, shipbuild- 
ing, Ocean transportation, automobile 
garages, private banks, loan companies, 
accident and fire insurance companies. 
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The silk industry escaped this class by 
a hair’s breadth. The farming field 
showed a two million dollar loss, the 
mining industry an 86 million dollar 
loss, the cotton goods industry a 40 
million dollar loss. Among the indus- 
tries which were three-quarters near or 
closer to being a loss were women’s and 
children’s clothing, cloaks and suits, 
marine and gas engines, machine tools, 
agricultural machinery, optical products. 

As an indicator of volume of profit, 
Table II is also most illuminating, al- 
though of course some industries of a 
broadly basic character, like metals or 
steel, are not here included, since we are 
examining the lesser subdivisions. The 
motor vehicle and accessory group 
shows a huge preponderance of profit— 
329 millions of dollars; followed by 
printing and publishing, 153 millions of 
dollars, electrical machinery and sup- 
plies, 126 millions, household equip- 
ment, 103 millions, tobacco, 93 millions, 
meat packing and sugar, each 55 mil- 
lions, candy, ice cream, and so forth, 47 
millions. In a study of the largest aver- 
age profit per successful firm, rubber 
goods leads, followed by locomotives, 
sugar, artificial leather, linoleum, auto- 
mobiles, tobacco—all of which, it will 
be noted, are fields dominated by large 
firms. The lines showing the lowest 
average profit are gloves, $6,034, trunks 
and valises, $7,057, women’s and chil- 
dren’s clothing, $8,429, celluloid, shirts 
and collars, hats and caps, ice, butter 
substitutes, in order. 

It is interesting now to make a com- 
parison with the two previous years, in 
order to secure ratios of more recent 
change. If we figure the percentages of 
change in the 1925 ratio of successful 
to unsuccessful firms, as compared with 
the years 1924 and 1923, we get the 
figures presented in Table III. 

Along the same line of inquiry, let 
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us examine 1925 net profits and the 
ratio of change over 1924 and 1923 
(Table IV). 

Profits in 1925 by manufacturers with 
less than $5,000,000 a year net income 
were almost 11% smaller than they 
were in 1923. 

Manufacturers whose net incomes 
reached above $5,000,000 numbered 
only one-tenth of one per cent of the 
total number of 88,674 corporations. 
These large concerns showed an in- 
crease of net profit over 1923 of 25.4%. 
Thus, this one-tenth of one per cent of 
manufacturers earned 441%4% of the 
total manufacturing income, a gain in 
proportion of 4.6% since 1923. 

The average profit made by success- 
ful manufacturers in 1925 was $80,968, 
as against $70,034 in 1924, $79,411 in 
1923, and $70,937 in 1922. Taking in 
both successful and unsuccessful manu- 
facturers, the average net profit was 
$41,738 in 1925, as against $32,018 in 
1922. 

The total amount of the loss sus- 
tained by unsuccessful manufacturers in 
1925 was $682,255,000 as against 
$813,413,000 in 1922. The average 
loss per unsuccessful manufacturer was 


TasLe III. CHANGES IN RATIO OF SUCCESSFUL TO 
UNSUCCESSFUL FIRMS, 1925 COMPARED 
WITH 1924 AND 1923 

















Change Change 

Over 192 Over 1923 

(Per Cent) | (Per Cent) 

Septeniease bedanacenkeesbecneuwae + .06% + 5.2% 

DR ndins 44 ccauenewdiveuawdatd +2.1 + .0o7 
Food, beverages, tobacco........... + .4 + 2.0 
Textiles and products.............- +5.2 — 4.1 
Leather and products. ............. +3.0 + .9 
Rubber and rubber goods........... +3.8 + 9.8 
Lumber and wood products.........) ...0. —10.1 
ee OE eae +2.5 — 2.0 
Printing and publishing............) ..... — 1.3 
RS See EE ARIE oe +1.6 + 1.8 
ON TO - 9 - 7.3 
Metal an inet vanen tae +3.6 — 3.2 
All other manufacturing............ + .9 —- 7 
I ake dacedadsdnens 646ou —2.8 — 1.7 
Transportation, utilities............ —2.0 — 4.6 
Retail and wholesale trade.......... +1.0 — 2.1 
Professional, amusements, hotels. . . . —I.1 — 3.5 
Banking, insurance. .............+- - 9 — 1.6 








TABLE IV. CHANGES IN PERCENTAGE oF Net Prorrrs, 
1923-1924 TO 1925 























Percent- | Change 
Heat | Geyer | Gare 
ae Pees, bin 1923 
‘er Cent)| (Per 
S008 Cent) 
PMNS... se ccivevce cata 1.7S%| +1.60%| -4 ne 
ee ee 5.38 +4.44° r P “4 
Food, beverages, tobacco....| 3.10 — .36 1.05 
Textiles and products....... 3.48 +1.94 —3.02 
Leather and products....... eo. + .44 + 16 
Rubber and rubber goods....| 7.93 +4.62 | +5.53 
Lumber and wood products. . 4:54 + 62 4.83 
Paper, pulp. nar .03 +1.07 — 8 
Printing and publishing. . ... 6.70 — .10 - 6 
Chemicals, etc.............. 8.95 +1.43 +1.56 
Stone oye CS ERS 9.73 + .18 1.42 
Metal an products......... 7.42 +1.14 + .50 
All other manufacturing... . 6.13 + .49 1.23 
Construction. .... gsccedeces 4.64 | + .84 | +1.65 
Transportation, utilities... . . 12.69 + .03 + 6 
Retail and wholesale trade...} 2.26 + .20 — .38 
Professional, amusements, 
ROOD. «50 cacesseas sues 5.75 + .84 + .% 
Banking, insurance. ........ 12.57 +1.33 +2.53 








$19,754 in 1925, and has been declining 
since 1922, when it was $24,074. 

The number of corporations in the 
manufacturing field reporting a deficit in 
1925 was 34,537, as contrasted with 
35,461 in 1924. This is a slight im. 
provement, the 1925 manufacturers re- 
porting a loss instead of a profit being 
28% of the total. 

The gross profit from sales in the en- 
tire manufacturing field went “off” al. 
most 2% in 1925, the gross profit being 
20.6% in 1925, whereas it was 22.4% 
in 1924. Net profit, however, increased 
1% (6.7% as compared with 5.7% in 
1924). Total expense declined from 
94.3% to 93.2%. Total volume of 
sales dropped from 95.2% in 1924 to 
93-7% in 1925. 

Thus it can be seen how the sales and 
gross profit declined, but by intense con- 
centration or better management, profits 
were bettered in 1925; showing that 
greater executive ability, cooperation, 
consolidation, and other modernizing 
factors are saving the situation. — 

These figures refer to manufacturing 
corporations only. If one takes all 


corporations in all fields of American 
business the situation is quite different. 
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In 1925, 430,072 corporations did 
business in America, and 177,738, or 
41.3%, showed a loss, this loss totaling 
approximately 2 billion dollars, as 
against the profit of 9% billions made 
by 252,334 corporations. Thus, for 
every dollar of profit made by successful 
American business, approximately 23 
cents was lost by unsuccessful business 
firms. Gross profit averaged 16.1% as 
against 17.8% in 1924, and net profit 
after taxes 5.9%, as compared with 
4.9% in 1924; the expenses of doing 
business being only 93.1%, as compared 
with 94.3% in 1924, a cutting down 
of 1.1% in expense of doing business. 
The startling and significant difference 
lies in the fact that the gross sales for 





1925 were 79.5% as compared with 
81.2% in 1924, while the receipts from 
other sources than sales jumped from 
11.5% in 1924 to 19.2% in 1925. 

As to dividends, there were $4,817,- 
301,320 disbursed in cash dividends by 
the successful corporations, and 372 mil- 
lions by the corporations which regis- 
tered losses. This averages about 
$18,000 per successful corporation. 

One might go on at considerable 
length with deductions and calculations 
of real value, for the authentic material 
for such work lies ready to be dug out 
from our corporation tax returns. Ob- 
viously, they must increasingly play a 
part in the self-knowledge of American 
business. 








RATIONALIZATION: 
THE BASIS OF ECONOMIC RAPPROCHEMENT 


By WILLIAM J. DONOVAN anno BETHUEL M. WEBSTER, Jr. 


I 


N ARTICLE entitled “Interna- 
A tional Cartels,” by Robert Lief- 
mann, the German economist, 
was published in the Harvard Business 
Review for January, 1927. Liefmann 
pointed out that before the war cartels 
were considered solely from an eco- 
nomic standpoint. Since the war the 
cartel movement has presented a politi- 
cal aspect. Cartels have come to be re- 
garded as a means of adjusting chaotic 
economic conditions caused by war and 
the peace settlement—as a means, also, 
of breaking down trade barriers on the 
European continent. 

For a time America regarded the car- 
tel movement, as well as the develop- 
ment of foreign monopolies, with an 
attitude of indifference. Recently, how- 
ever, events have forcibly directed at- 
tention to the movement. Its repercus- 
sion in the economic life of this country 
has been felt. By reason of the projec- 
tion of foreign cartels, monopolies, and 
controls into this market, it has become 
necessary to consider, not only their 
effect upon industry and commerce of 
the United States, but also the conflict 
that is likely to ensue between the eco- 
nomic theory underlying these devices 
and the principles upon which the in- 
dustrial and commercial progress of the 
United States has been based. 

The problem has been considered by 
Congress. The House Committee on In- 
terstate and Foreign Commerce filed a 
report containing definite conclusions.' 
Among other things—emphasizing the 


part played by foreign governments in 
regulating the production and distriby. 
tion of commodities through cartels or 
monopolies, or by direct interference 
and restriction—it is said that not only 
is the governmental control usually con- 
fined to commodities of which the con- 
sumption in the country of origin js 
relatively small, but the regulations fre. 
quently relate to products largely con- 
sumed in the United States. The Com- 
mittee finds that, although the controls 
are all said to be for the purpose of 
stabilizing the price for the mutual 
benefit of producer and consumer, they 
have brought about prices highly profit- 
able to their producers, and some have 
advanced prices to an exorbitant level. 
Most significant of all, as illustrating 
the tendency, is the finding that 


This entry of foreign governments into the 
business and control of trading and the conse- 
quent rise in price at once compels the con- 
sumers to deal directly or indirectly with 
foreign governmental authorities, and sooner 
or later our citizens are forced to demand that 
their government assist in these negotiations.’ 


In at least one case the Supreme 
Court has been urged to hold that the 
activity in the United States of a for- 
eign monopoly (participated in by citi- 
zens of the United States) raises a po- 
litical and economic question rather than 
a question for judicial determination un- 
der the antitrust laws.® 





1 House Committee Hearings and Report on H. R. 
59, Report No. 555, January 6-22, 1926. 

? House Report, p. 3. 

8 United States v. Sisal Sales Corporation, ¢t al. 
274 U.S. 268 (1926), brief for Hanson and Orth 
et al., p. 31. 
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The House Report is based to a large 
extent on the statements of such authori- 
ties as Herbert Hoover and Dr. Julius 
Klein, of the Department of Commerce. 
But, though the report commends the 
eflort made by the government to abol- 
‘sh the objectionable controls, it is not- 
able that the McNary-Haugen Bill, in 
its price regulation aspect, would have 
created a federal control not unlike that 
objected to in the case of foreign gov- 
ernments.* 

In a case now pending before the Dis- 
trict Court of the United States for the 
Southern District of New York, parties 
to the Franco-German potash cartel are 
charged with violation of the antitrust 
laws of the United States.5 Asserting 
that the Alsatian potash mines are 
largely the property of the French gov- 
ernment, the French have moved to dis- 
miss on the ground that the suit is 
against the Republic of France.® 
Whether or not they succeed on the mo- 
tion, the occurrence is significant in 
showing the prophetic nature of the 
House Report (p. 12): 

Their [the government controls] disturbing 
influence upon international good will cannot 
be overlooked and is, in fact, one of the most 
important objections to them. The friendly 
intercourse of nations would be better and 
more soundly based if these controls were 
wholly abolished. 

Four reports on cartels were pre- 
pared for consideration at the recent 


‘Senate Bill 4808. See the veto message of Presi- 
dent Coolidge. 


* Petition filed April 7, 1927. 
* Motion filed May 25, 1927. 


"See Foreign Trade, June, 1927, p. 393, where 
Yves-Guyot says, “The Economic Conference at 
Geneva might well be called the Conference of the 
Cartels, for such I believe was the real purpose its 
organizer had in mind when he called it to- 
gether...” 

_See Wiedenfeld, Cartels and Combines (Publica- 
tions of the League of Nations, II: Economic and 
Financial, 1926, II, 70); MacGregor, International 





Economic Conference at Geneva." 
Henry M. Robinson, of California, was 
named by President Coolidge to lead the 
unofficial American delegation. After 
somewhat inconclusive action at the 
Conference, many delegates adjourned 
to a meeting under the auspices of the 
International Chamber of Commerce at 
Stockholm, where the question of large- 
scale business organization, national 
and international, again arose. 

Thus it is apparent that the public 
policy of the United States, as expressed 
in the antitrust laws, must sooner or 
later come into conflict with the rapidly 
growing foreign monopolies and com- 
binations. And it becomes of the utmost 
importance to consider, not only to what 
extent the antitrust laws are intended to 
apply to operations of such enterprises 
in this country, but also the serious eco- 
nomic and legal questions raised where 
there is governmental control. 


II 


An exhaustive historical discussion of 
foreign monopolies, cartels, trusts, and 
combinations is outside the purpose of 
this study, but a brief survey of a few 
well-known foreign enterprises is essen- 
tial to a proper consideration of the ap- 
plication of the antitrust laws to the 
problem of foreign trade. 

The word “rationalization” is indis- 
criminately applied to various forms of 





Cartels (Publications of the League of Nations, II: 
Economic and Financial, 1927, II, 16) ; de Rousiers, 
Cartels and Trusts and their Development (Pub- 
lications of the League of Nations, II: Economic 
and Financial, 1927, II, 21) ; Grossmann, Methods 
of Economic Rapprochement (Publications of the 
League of Nations, II: Economic and Financial, 
1926, II, 69). 

In The Final Report, World Economic Conference 
(Publications of the League of Nations, C. E., I, 44, 
May, 1927), p. 23, it is recommended “That, when 
a government carries on or controls any commercial 
.. . or other enterprise, it shall not . . . be treated 
as entitled to any sovereign rights, privileges, or 
immunities. . . .” 
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large-scale European business combina- 
tions. In essence, the word stands for 
joint action to accomplish specific busi- 
ness purposes. And the usage, of course, 
is misleading, for the reason that the ob- 
ject of any particular combination of 
assets may have no relation to a gen- 
eral or public good; the purpose may be 
wholly selfish, whoily detrimental. Be- 
cause combinations are useful and fa- 
miliar economic expedients, it is now 
thought that they are part of the eter- 
nal order of nature—hence “rational.” 

The use of a single word to describe 
a highly complex situation has another 
unfortunate result. It satisfies a lazy 
mind and precludes critical analysis and 
clear thought. It is not sufficient merely 
to say that rationalization represents 
simplification, standardization, and sta- 
bilization. The truth is, business en- 
terprise may be “rationalized” and at 
the same time take the form of a trust, 
a cartel, a syndicate, a loose association, 
a monopoly, a concern, a mere corpora- 
tion. The organization may be national 
or international, benevolent or harm- 
ful, temporary or permanent. The fea- 
tures of “rationalization”—including 
forms, scope, and. purpose—vary in ac- 
cordance with the conditions in each in- 
dustry and each enterprise. And the 
effects of joint action are almost too 
numerous and complex to ascertain or 
enumerate. It is safe to say that no 
generalizations as to cause, form, or 
effect are or ever will be wholly reliable. 

The cartel, the trust, the concern, and 
other forms of business organization, 
monopolistic or limited in purpose, must 


® See Liefmann, “International Cartels,” Harvard 
Business Review, January, 1927. 


®In “Cartels and Trusts,” Foreign Trade, June, 
1927, Yves-Guyot, representing the individualistic 
school, says: 

“. . . Cartels are organized to increase and con- 
trol the markets by restricted and definitely defined 
spheres of activity or quotas.” 


be regarded and studied as phenomena 
of a lusty, prosperous industria] era, an 
era vigorously struggling to meet the 
economic consequences of a great war. 
And Americans must be willing to con. 
sider particular cases before they pass 
judgment. It may be that the activities 
in the United States of a particular com. 
bination or monopoly menace funda. 
mental principles on which the antitrust 
laws are based, yet it is possible that cer. 
tain forms of European business or. 
ganization furnish examples of efic- 
ency of production and conservation of 
resources which Americans may legally 
and profitably accept and imitate. 


Il 


A cartel is a horizontal association 
of enterprises for a common economic 
purpose.* In the case of international 
cartels, the association may include inde- 
pendent business units or a combination 
of business units and national cartels. 
The purpose is monopolistic, but in few 
instances is monopoly obtained. The 
cartel aims mainly at economic stability 
and seeks to achieve its object, often at 
the immediate expense of the consumer, 
by exchange of information and re- 
sources, by division of markets, by fix- 
ing prices, and by limitations on produc- 
tion and distribution.® 

The Franco-German potash accord, 
most unique of all cartels, is a direct out- 
growth of postwar conditions. Mem- 
bers are the Deutsche Kalisyndikat Ge- 
sellschaft, the highly organized compul- 
sory union of German potash producers, 
and the Société Commerciale des 


“. . . The Germans, who invented the cartel ..., 
seek to abolish the axiom proclaimed by Adam 
Smith, ‘In an open market where competition exists 
the sale price has always a tendency to approximate 
the cost price’... ” 

“... The cartels share the military idea that an 
individual is merely a means to an end.” 

“|. The trust represents abundance, the cartel 
represents restriction.” 
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Potasses d’Alsace, a corporation largely 
owned by the Republic of France.?° Ex- 
tensive properties were developed by the 
Prussian government as early as 1858, 
and by syndication of private interests, 
at first voluntary and later compulsory, 
Germany had acquired a virtual mo- 
nopoly of the world’s potash supply by 
1914. A number of the most valuable 
mines are located in Alsace and became 
the property of the French after the 
treaty of Versailles. Before the war, 
Alsatian mines, which, though less num- 
erous, are richer than the German prop- 
erties, were limited to 5% of the total 
production. But the French output, 
freed from restriction, materially in- 
creased after 1919 and by 1924, as a re- 
sult of a vigorous sales policy, seriously 
threatened the monopolistic position of 
the German syndicate.” 

Certain natural. economic advantages 
—character of soil, distance to shipping 
points, and availability of cheap fuel— 
put the Germans in a strong position to 
negotiate. The cartel of August, 1924, 
was designed to effect peace in the 
American market. By its terms Alsace 
was allowed 37%4% and Germany was 
allowed 624% of American sales for a 
period of three years; prices were fixed, 
and the parties agreed to share the ex- 
pense of a selling campaign. 

The agreement is said to be unique in 
three respects :!* it involves monopoly 
of an essential raw material, it applies 
only to sales in the United States, and 
of the parties one is a state and the 
other is a syndicate controlled by a for- 
eign power. 





See Hoar, Potash, Significance of Foreign Con- 
trol and Economic Need of Domestic Development 
(Department of Commerce, Trade Promotion Series, 
No. 33, Government Printing Office, 1926), an ex- 
ceedingly valuable survey of the potash situation; 
Liefmann, “International Cartels,” p. 139. 


ll « 
, Mager ia 1919 and 1923 the French exportation 
of the basic potash content to us rose from 26,700 
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An amended cartel, with an elaborate 
geographical division of sales territory, 
was instituted in May, 1925 (and 
made permanent a year later), for 
the purpose of extending the 1924 ac- 
cord to the markets of the world on a 
70-30 participation basis, and each of 
the members has guarded itself against 
competition in its own market (includ- 
ing colonies) by appropriate reserva- 
tions. Most important, there are pro- 
visions for limitation of production and 
fixing of prices. 

American selling agencies of the two 
countries have recently been abolished, 
and a Dutch corporation has been es- 
tablished as exclusive sales agent, in 
America and elsewhere, of the joint un- 
dertaking. Representatives of the 
Dutch corporation are now engaged in 
soliciting business in the United States. 

The German potash syndicate itself 
is perhaps the best example of “‘ration- 
alization” in the form of elaborate na- 
tional syndication.!* Restriction of pro- 
duction is said to have been compelled 
by overexpansion on the part of ambi- 
tious, competing private interests, and the 
process of syndication, to limit produc- 
tion and fix prices, which began as early 
as 1889, has continued with few inter- 
ruptions down to the present time.'* The 
pioneer members of the syndicate, real- 
izing the advantages of greater produc- 
tion, followed an aggressive sales policy 
in the American market. De Rousiers 
concludes that, to capture the American 
market, the potash syndicate organized 
a skillful system of dumping and export 
premiums, which resulted in higher 





tons to 72,000 tons.” See Saturday Evening Post, 
January 16, 1926, p. 17. 

12 Hoar, Potash, p. 37. 

18 Wiedenfeld, Cartels and Combines, p. 11; Hoar, 
Potash, pp. 1-36. 

14 Wiedenfeld, Cartels and Combines, p. 12; de 
Rousiers, Cartels and Trusts and Their Develop- 
ment, p. 13. 





164 HARVARD BUSINESS REVIEW 


prices in Germany than abroad.'® In 
1909, after a decade of bitter interne- 
cine strife, attributable to growing pains 
in the industry itself, the syndicate dis- 
integrated, and sales at competitive 
prices, covering deliveries for 7 years 
from January I, 1910, were made to 
American buyers. But, in spite of vig- 
orous protests on the part of the State 
Department, American fertilizer inter- 
ests, and the sellers, these contracts were 
rendered valueless, the price of potash 
being doubled by the tax features of the 
law of 1910; and the potash industry 
went over to absolute governmental con- 
trol.'* 

Obviously designed to discriminate 
against American purchasers, in the im- 
position of prohibitory export taxes, the 
elaborate quota provisions of the new 
law, instead of rationalizing and limit- 
ing production, induced further specula- 
tion and led to an unprecedented carni- 
val of waste. Subsidiaries were formed 
to prevent reduction of allotments; 
properties were divided to increase 
quotas; shafts were indiscriminately 
sunk. Meanwhile, the Imperial Gov- 
ernment was given enormous stategic 
power, which was exercised in favor of 
domestic buyers. And American con- 
sumers paid (and still pay) the over- 
head expense created by the uneconomic 
features of the law. 

By the Potash Law of April 24, 1919, 
the control of the industry is vested in 
the Kalirat, a representative federal 
council, which has power to fix domestic 
prices, determine production quotas, and 
regulate the industry. Stringent disci- 





15 De Rousiers, Cartels and Trusts and Their De- 
velopment, p. 12. 

It is interesting to note that the plaintiff now as- 
serts, among other things, that the potash syndicate 
has placed itself in a position to charge discrimi- 
nating prices. 


16 Feeling against the syndicate and the discrimi- 
natory tax was intense. Attorney General Wicker- 


plinary measures are provided. The 
potash syndicate, now a compulsory 
union of all producers, is exclusive sales 
agent for the industry, with power to 
fix export prices. The Federal Minister 
of Economy, who participates in the 
control of the industry, is empowered to 
reduce domestic prices and to grant ex. 
ceptions to the regulation that domestic 
prices shall not exceed export prices. 

The syndicate itself is dominated by 
two blocs, one favoring drastic price re. 
duction and limitation on_ inefficient 
units. Proposals to reorganize the in. 
dustry, now divided into concerns, into 
a trust, like the German dye trust or 
the United Steel Works, are pending. 
This indicates dissatisfaction in the syn- 
dicate itself with the potash law, which 
would be superseded if such combina- 
tion were effected. The consolidation 
into a trust, it is urged, would be in the 
interest of efficiency, since the 1919 law 
fosters unproductive properties. In 
compliance with a supplementary law, 
one-fourth (about 57) of the unprofit- 
able shafts have been closed for a 30- 
year period. It is estimated that con- 
sumers annually pay between 50 and 70 
million marks in the form of compensa- 
tion to owners of shafts closed pursu- 
ant to the restrictive policy." 


IV 


Faith in the current Continental eco- 
nomic philosophy favoring formation of 
international cartels has been expressed 
by August Diehn, director general of 
the potash syndicate, in the following 


language: 


sham, considering the practicability of a grand jury 
investigation, concluded that the operations of th: 
syndicate in the United States, pursuant to an 4i- 
rangement to fix prices and end competition, wert 
subject to the jurisdiction of the United States 
Courts. (31 Opinions of the Attorney General, 545-) 
17 A recent tabulation shows that only 63 out of 
224 quota-bearing shafts are in actual operation. 
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I believe that the economic interests of 
Europe are best served by coordination such 
as is represented in the Franco-German potash 
understanding. England, of course, fears Con- 
tinental economic solidarity. It has been her 
bugbear for years. She objects to the potash 
combine in the same way that she will oppose 
the Franco-German iron and steel arrange- 
ment. It is a groundless fear, because by 
applying the same process of close consolida- 
tion to her own industry she could easily work 
out her economic salvation. 


Again, Mr. Diehn says: 


Like every other German interested in pot- 
ash, I realized that competition would ruin 
the business. I found that the French felt the 
same way. . . . | am convinced that the pot- 
ash understanding is a precedent for other 
industries, especially iron and steel.?® 


The trend of contemporaneous busi- 
ness policy is epitomized in these state- 
ments. And, in the progress in potash 
production and distribution, one may 
trace the evolution of Franco-German, 
and particularly German, industrial de- 
velopment. Taking a hint from Amer- 
ica, the movement in Europe is from 
loose associations of autonomous con- 
cerns or corporations to trusts, closely 
organized and efficient; from local con- 
solidation to international agreements, 
if monopoly or reciprocal advantages 
can be obtained. To borrow the French 
expression of a German economist, this 
is the underlying basis of European eco- 
nomic rapprochement; for business con- 
solidation can proceed to a large extent 
independent of sluggish political move- 
ments. 

The cartel is in no sense primarily a 
postwar expedient. To it has been at- 
tributed the economic stability existing 
in Germany during the early decades of 
the twentieth century. It is said that the 
Rhenish-Westphalian coal syndicate, the 
coke syndicate, and similar organiza- 
tions served to avert the unfortunate re- 
sults of a crisis in 1909. Liefmann says: 
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They acted as moderators, checking the rise 
of prices during the peak of the market, while 
they did not suddenly and sharply decrease 
prices during the decline. This was of indubi- 
table benefit to the industries using their prod- 
ucts and the whole national economy.’® 


Liefmann cites the Neckar Salt As- 
sociation of 1860, to which producers 
in Wiirttemberg, Baden, and Hesse be- 
longed, as the first international cartel. 
Luxemburg and Lorraine belonged to 
the Pig Iron Association of 1879. The 
first international rail cartel was formed 
in 1884. A close selling syndicate of 
steel purchasers in Germany, Belgium, 
England, and France was established in 
1904, after the organization of the Ger- 
man steel syndicate. The American 
mills were admitted to the syndicate in 
1905. Orders were received at a cen- 
tral office in London and divided ac- 
cording to an agreed ratio of participa- 
tion, the members reserving their own 
markets and agreeing as to the exploita- 
tion of others. 

Cartels between pipe producers, in- 
cluding Americans, for reservation and 
division of territory, existed before 
1905. Manufacturers of various steel 
products—bars, pipe, rolled wire, and 
so forth—in Germany, Austria, Bel- 
gium, and England, were associated in 
cartels as early as 1904. 

Wood screws and enamel ware have 
long been subject to cartel regulation. 
Price and territorial restrictions on Eng- 
lish, French, and German manufac- 
turers were accepted in the go’s, and the 
agreements have been renewed in vari- 
ous forms since the war. One of the 
largest of such cartels was the Associa- 
tion of Enamel Works, with 45 fac- 
tories in Germany, Austria-Hungary, 





18 Quoted in Saturday Evening Post, January 16, 
1926, p. 123. 

18 Liefmann, “German Industrial Organization 
Since the World War,” Quarterly Journal of Eco- 
nomics, November, 1925, p. 82. 
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Switzerland, France, and Italy, founded 
in 1906 for the purpose of fixing prices 
and terms of sale. 

In the metal and mineral industries, 
such as zinc, copper, lead, glass, and 
aluminum, there are a great many car- 
tels of international scope. And the 
same can be said of the entire chemical 
industry. The most important pro- 
ducers of acetic acid in nine European 
countries are so organized, with a cen- 
tral office at Frankfurt am Main. In- 
ternational cartels to control commerce 
in soda, hypophosphates, wood dye ex- 
tracts, and various pharmaceutical prod- 
ucts have been renewed since the war. 

A holding company, the Borax Con- 
solidated Company, uniting 12 enter- 
prises with plants in England, the 
United States, Germany, France, and 
Austria, practically controlling the 
world production, was formed in 1899. 

Cartels to regulate the production of 
watch parts, incandescent lamps, vari- 
ous textiles, and a multitude of impor- 
tant commodities, to say nothing of car- 
tels affecting shipping itself, can hardly 
be mentioned, except to say that they 
have long been familiar and possess a 
significant relation to the question of 
foreign trade. 

The development of cartels has also 
been one of the outstanding features of 
postwar economy. This is due to the 
political division of economic areas, 
such as the cession of Alsace-Lorraine 
to France; to technical progress in in- 
dustry itself; to increased competition, 
partially accountable to falling ex- 
changes; to impoverishment of coun- 
tries having large productive capacity; 
to the temporary and unsatisfactory 
character of attempted political adjust- 
ments; and, finally, to self-interest and 
greed on the part of capitalists to whom 
the war was an annoying interlude. 

The Phoenix Company, an interna- 





tional incandescent lamp cartel, aiming 
at restriction of competition, is typical 
of the rapid growth in size and number 
of cartels since the World War. The 
German industry, which was closely con. 
solidated in 1919, has joined the Inter. 
national General Electric Company of 
Paris, Phillips (the Dutch producer), 
the French Compagnie des Lampes, as 
well as large producers in England, 
Scandinavia, and Holland, to dominate 
the world market. 

The copper syndicate, made up of 
North and South American, African, 
and German members, controls 90% of 
the world supply. Its primary purpose 
is said to be elimination of the middle. 
man, whose uncertain methods and 
profits are thought to be responsible for 
price fluctuation.”° 

Cartels in iron, ceramic products, and 
other important commodities have been 
established between Austria and the 
middle European and Balkan states to 
circumvent the economic effect of the 
geographical division required by the 
Treaty of Versailles. 

The recent West European crude steel 
agreement is an attempt to join French 
iron, Ruhr coal, and German manufac- 
turing facilities in a manner that will 
practically offset the cession of Lorraine 
to France, the inclusion of the Saar Val- 
ley in the French customs area, and the 
assignment of Luxemburg to the Bel- 
gian customs area. The association, 
which has not yet attempted home mar- 
ket or price agreements, has provided 
an elaborate plan of limitation of pro- 
duction and price cutting, which is in- 
tended to continue until April 1, 1931. 
And it is now proposed to join Sweden, 
from whom Germany has been obtain- 





20 For a discussion showing that the cartel of 1926 
has not had the expected stabilizing effect, see Mar- 
cus, “Six Months in the Copper Cartel,” Wirt- 
schaftsdienst, Hamburg, April 8, 1927. 
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ing large quantities of iron ore, Austria, 
Hungary, Bohemia, Poland, Roumania, 
and England, in a gigantic, all-European 
steel combine. England, though a mem- 
ber of the international rail cartel, has 
consistently refused to join the steel 
agreement—probably because of want 
of cohesion among her own producers 
of steel.”* 

The proposed chemical entente pre- 
sents the most formidable example of 
the efort on the part of foreign inter- 
ests to dominate world markets through 
international combination. It includes 
alliance of the British Imperial Chemi- 
cal Company, Limited, representing 
<0% of the British industry, the Kuhl- 
man holdings in France, the vast inter- 
ests of the German I. G. Farbenindustrie, 
and the Belgian manufacturers who are 
now undergoing centralized reorganiza- 
tion to permit adhesion. Itis said that defi- 
nite agreements respecting production 
and distribution of dyestuffs have already 
been reached by French and German in- 
terests, and an understanding between 
the I. G. and Norwegian nitrogen pro- 
ducers is reported to have occurred. It 
is also reported that, while no general 
agreement respecting prices has yet been 
arrived at, a unit system for sales and 
distribution is being organized and 
quotas for production have already been 
fixed. 

The German constituent exceeds the 
United States in exports; the French 
and British groups take third and 
fourth place respectively in world com- 
merce. The aggregate yearly exports 





. Moreover, England is primarily a commercial 
nation, with highly developed facilities for distribu- 
tion and a traditional faith in laissez-faire eco- 
nomics. Keynes, The End of Laisez-Faire, London: 
Hogarth Press, 1926, 


“ The classic example was the fusion in March, 
T901, of independent units now constituting the 
United States Steel Corporation. 


will amount to $500,000,000, in con- 
trast with exports from the United 
States annually amounting to $171,000,- 
ooo. The entente will represent a com- 
bined capitalization exceeding $1,000,- 
000,000. 

It remains to be seen whether the 
combination can avoid the abuses which 
colossal concentration of economic 
power makes possible. In any event, 
such an entente presupposes commercial 
treaties and tariff concessions specifically 
relating to the chemical industry—which 
illustrates the extent to which foreign 
governments are engaged in the promo- 
tion, protection, and control of private 
enterprises. 


V 


Although monopolistic organizations 
of entire industries doing an interna- 
tional business have rarely occurred, the 
European cartel movement has been ac- 
companied by a tendency toward ver- 
tical trustification along lines suggested 
by American industrial development. 
Combinations of this character took 
place in the iron industry, where manu- 
facturing could be successfully added to 
mining and milling operations under a 
single management.?” 

The English dynamite trust, owning 
plants in England and Germany, is 
known to have combined with American, 
French, Swiss, Italian, and Spanish com- 
panies to control the world market. 
Since the war, in the manufacture of 
synthetic products, such as celluloid and 





This form of consolidation normally goes through 
three stages: first, vertical consolidation under one 
management of steps in production of a single ar- 
ticle (Mixed Undertakings); second, horizontal 
consolidation under one management for distribu- 
tion of various articles; third, horizontal consolida- 
tion of all enterprises that have reached stage 2. 
Wiedenfeld, Cartels and Combines, p. 7. 
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artificial silk, German explosive enter- 
prises have followed the example of 
E. I. du Pont de Nemours and Com- 
pany.?® And it has been reliably re- 
ported that American interests are pre- 
pared to make territorial agreements 
with European enterprises.** 

The Swedish match trust, with the 
aid of American capital, has consistently 
endeavored to obtain monopolies in va- 
rious states. In this connection Lief- 
mann says: 


State monopolies have been secured in Peru, 
Poland, Portugal, and Greece, while in many 
other countries . . . through underselling 
previous producers and . cartel agree- 
ments, it enjoys a virtual monopoly.”5 


In exchange for a loan of approximately 
$4,000,000, which will be used in creat- 
ing an agricultural trust bank, Swedish 
interests have been granted a monopoly 
to run 25 years in Ecuador. The Swe- 
dish Match Company recently advanced 
$75,000,000 to the government of 
France; two-thirds of this amount is to 
be furnished by the International Match 
Company, an American subsidiary, 
through the flotation of debentures in 
the United States. 

In the petroleum industry, where a 
few international enterprises control 
world production, internationally sig- 
nificant monopolistic agreements have 
been secured. Foreign subsidiaries of 
the Standard Oil Company of New Jer- 
sey finally forced European enterprises 
and cartels into non-competitive agree- 
ments for control of the market. Stand- 
ard Oil and English-Dutch groups, 





28“A woman dressed in a du Pont fabric dyed 
with du Pont dyes may, in a du Pont (General Mo- 
tors) automobile, finished with a du Pont lacquer 
and upholstered in du Pont material, ride over a 
road constructed with the aid of [du Pont money 
and] du Pont blasting explosives. In her dressing 
case may be toilet articles of the du Pont imitation 
ivory. In case she is held up it may be by a gun- 
man using du Pont powder.” If the powder is 


combined with the Anglo-Persian (jj 
Company, unquestionably maintain 
agreements respecting production in un. 
exploited regions. 

In 1920 the General Electric Com. 
pany bought shares amounting to 2;. 
000,000 marks in the German General 
Electric Company (A.E.G.). Subse. 
quent agreements, relating to exchange 
of patent rights and the benefits of ex. 
perimental work, taken in the light of 
prewar territorial agreements, illustrate 
the manner in which highly integrated 
national enterprises tend to combine for 
increased efficiency and domination of 
markets. 

The Radio Corporation of America, 
owning or controlling practically all the 
commercially available patents for the 
manufacture of radio apparatus, holds 
valuable concessions for radio communi- 
cation between the United States, South 
America, Asia, and Europe. By agree- 
ments with the British Marconi, Ger- 
man Telefunken, and French T.S.F., a 
separate company has been formed to 
handle all South American communica- 
tions.?¢ 

Another phase of German industrial 
development has been the formation of 
concerns (Interessengemeinschaft) com- 
bining control of various enterprises, 
usually through the device of stock 
ownership, in a few hands. In this man- 
ner, starting in the shipping and coal 
trade, Hugo Stinnes became owner and 
dictator in a multitude of enterprises. 
In the potash industry, the Wintershall 
and Salzdetfurth Companies represent 





damp, the lady may live to stop at a du Pont hotel 
and spend the evening at movies projected from 
du Pont film. New York Times, September 4, 1927. 
2Tiefmann, “International Cartels,” Harvard 
Business Review, January, 1927, p- 143. 
25 Liefmann, op. cit., p. 141. 
26 Federal Trade Commission Report on the Radio 
Industry. 
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concerns controlling approximately 63% 
of the entire production.** 


VI 


In a statement to the House Commit- 
tee on Interstate and Foreign Com- 
merce, Mr. Hoover mentioned nine im- 
portant commodities the production and 
distribution of which are directly con- 
trolled by foreign governments. There 
are some 20 or 30 other commodities 
that might become subject to state ac- 
tion. Mr. Hoover believes American 
consumers annually pay from $6500,- 
000,000 to $800,000,000 in excessive 
profits for long-staple cotton, camphor, 
coffee, iodine, nitrates, potash, mercury, 
rubber, sisal, quinine, silk, and other im- 
ports affected by state control.*® 

Approximately 70% of the world’s 
rubber supply comes from the British 
East Indies, where legislation restrict- 
ing production is in effect. When the 
control was inaugurated in 1922, the 
object was to stabilize the sale price in 
New York at about 36 cents a pound, or 
a figure assuring a steady supply for 
American consumers and a fair profit 
for colonial planters. With a normal 
annual importation of approximately 
900,000,000 pounds, American con- 
sumers felt they had a genuine grievance 
when, in 1925, the average price in New 
York exceeded go cents a pound and 
reached the peak at $1.20 a pound. 
laking 36 cents as a fair price, the an- 
nual dole of American consumers 
amounts to more than $500,000,000. 
Through a policy of conservation and 
development of new sources of supply 
instituted under Mr. Hoover's direc- 


Ph The extent to which this type of combination 
well known to Americans) developed in Germany 


and the evils to which it is subject—stock manipu- 
lation, overcapitalization, and the like—is described 
by Liefmann, “German Industrial Organization,” 


Quar. Jour. Econ., November, 1925, PP. 93-98. 
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tion, the price has since been brought 
down to a level under 40 cents a 
pound.”® 

Brazil annually produces approxi- 
mately 12,000,000 bags (132 pounds 
each) of coffee, representing about two- 
thirds of the average commercial yield 
of the world. In 1906, 1918, and 1921, 
the government bought and stored large 
quantities of coffee, which were finally 
released at a huge profit. In each in- 
stance, although the avowed purpose 
was to stabilize the market, the price in 
all grades soared subsequent to the pur- 
chase. More recently, instead of stor- 
ing coffee in distant ports, the govern- 
ment has provided facilities for storage 
and has restricted export supplies at the 
source. Partly because of diversion of 
importation, since January, 1925, the 
price has fallen from about 30 cents to 
22 cents a pound, which has resulted in 
a net annual saving to American con- 
sumers of more than $100,000,000.*° 

Three times in the last ten years, for 
the purpose of inflating the price, the 
Egyptian government has successfully 
undertaken to restrict the long-staple 
cotton acreage.*! 

For a period of 15 years the Ameri- 
can farmer has paid tribute amounting 
to about $8,000,000 a year to the Mexi- 
can sisal monopoly and its exclusive 
American representative. Since sisal is 
practically indispensable in the manufac- 
ture of binder twine and since about 
75% of the world’s supply comes from 
Mexico, it may readily be seen that a 
monopoly existing under the umbrella 
of government control can place Ameri- 
can farmers and consumers at its mercy. 
One of the features of sisal control has 





28 Hearings, pp. 2-3. 

29 Hearings, pp. 8-23. 
80 Hearings, pp. 23-27. 
31 Hearings, pp. 27-28. 
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been the cooperation of American and 
Canadian banks in making the control 
effective and maintaining the price at an 
exorbitant level.” 

Four of the eighteen directors of the 
Chile Nitrate Producers Association, 
which embraces all but two producers, 
are appointed by the President of Chile. 
Export taxes paid on Chilean nitrate, 
representing 20% of the sales price, cost 
American consumers about $11,000,000 
a year. Moreover, the Association, 
which is largely controlled by British 
and Chilean interests, subject to state 
action, has consistently followed a 
policy involving restriction of produc- 
tion and fixing of prices. America has 
been backward in the development of 
coal by-product and atmospheric nitro- 
gen, with the result that more than 90% 
of the American supply is subject to con- 
trols exercised and fostered by a foreign 
government. Since 1894, iodine, which 
is a by-product of nitrate, has been con- 
trolled by the Combination de Yodo, an 
organization closely connected with the 
nitrate association. The average annual 
American importation of 600,000 
pounds (about three-fifths of the total 
Chilean production) is subject to price, 
sales, and quota agreements and restric- 
tions sanctioned by the government of 
Chile. C. C. Concannon, chief of the 
Chemical Division, Department of 
Commerce, estimates that the produc- 
tion of iodine could be increased about 
20-fold under competitive conditions.** 

While licenses to produce camphor 
may be obtained from the state, refining 
operations are carried on exclusively by 
the Japanese government. A govern- 
mental control which has existed in For- 
mosa, the chief source of supply, since 
early in the eighteenth century was con- 





52 Hearings, pp. 28-29. 
383 Hearings, pp. 30-32. 
54 Hearings, p. 32. 


tinued by the Japanese government 
after its acquisition of Formosa.* 

Quinine is another commodity pro. 
duced and distributed under state mo. 
nopoly. About 90% of the world’s sup. 
ply of chinchona bark comes from the 
Dutch East Indies. Growers, manufac. 
turers, and distributors have been con- 
tinuously bound by conventions affecting 
prices and production, the last of which 
expires December 31, 1928. By agree. 
ment between growers and manufactur. 
ers, the quantity of bark that will be 
accepted from each plantation is fixed. 
The factories are bound to accept not 
less than a certain amount from each 
grower, and a maximum quantity which 
the growers may be compelled to fur- 
nish is likewise stated. Under an ar. 
rangement with the Dutch, estates 
owned by English interests turn over 
their entire supply for manufacture in 
England. Since Japanese interests are 
now allied with the Dutch manufactur- 
ers’ combine, the production from Ger- 
man plantations, most of which goes to 
the Japanese, is now subject to pro- 
ducers’ regulations. The Kina Bureau, 
Amsterdam, is trustee, clearing house, 
and exclusive agent for all manufac 
tured quinine. Attempts of American 
buyers to secure independent sources in 
Java and Sumatra have been fruitless, 
for the Dutch control is so stringent 
that independent growers fear loss of 
financial resources if they enter into 
competitive contracts, while buyers deal- 
ing outside the Bureau will unquestion- 
ably be blacklisted and cut off from all 
sources of supply.*® 


VI 


The economic devices discussed in the 
preceding pages would, in almost every 





85 For a general survey of the quinine trade, set 
Commerce Reports, Trade Informational Bulletin No. 


273, 1924. 
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case, be offensive under the economic 
policy to which this country 1s com- 
mitted by the antitrust laws; for in each 
instance there is an attempt to eliminate 
competition by agreements respecting 
markets, prices, and production. And 
the fact that prices have not been raised 
to an unreasonable level in given in- 
stances does not affect this conclusion.** 

It is for economists to show that 
such combinations and controls are 
proper mechanisms for adjusting the 
social interest in conservation of the 
world’s resources with the immediate 
human interest in procuring the world’s 
goods at the lowest possible cost. It 
may be said that the genius of American 
industrial development consists in corre- 
lation of raw materials with manufac- 
turing and distributing processes, with a 
view to securing the advantages of mass 
production and sale and the complete 
elimination of inefficient units. And 
there is highly respectable authority for 
the view that the proper enforcement of 
the antitrust laws—permitting integra- 
tion of supplementary units and forbid- 
ding noncompetitive agreements tending 
to keep alive inefficient units—substan- 
tially contributes to this economic ac- 
complishment. 

In the case of cartels, the emphasis is 
usually on market control, and _ indi- 
vidual units are permitted to organize 
and operate free from restrictions or co- 
hesion. This inevitably leads to protec- 
tion of inefficient operations at the 
expense of consumers, and, if the cartel 
is comprehensive, it discourages poten- 
tial competitors, who are unable to enter 
a fight for markets against the massed 
resources of the cartel. In America, 
with the checking of abusive monopo- 
listic practices, there is always a chance 
for a strong-willed competitor. 

Moreover, in reference to one argu- 
ment constantly advanced in favor of 
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cartels, the cartel method has not gener- 
ally had a stabilizing effect; for, with 
internal dissension and changing condi- 
tions, except in cases of direct govern- 
mental intereference or compulsion, 
short-lived cartels have been unable to 
maintain permanent control of markets. 
It is reported that in the Steel Entente 
there is constant danger of dissolution 
because of the alleged excessive de- 
mands for increased quotas on the part 
of Belgian and French producers. Since 
Germany and France must dispose of a 
large excess production in the world 
market, this portends a demand for 
erection of additional tariff barriers in 
the United States and elsewhere as a 
measure of defense against dumping 
and other offensive features of a free- 
for-all sales campaign. 


Vill 


“Rationalization” —speaking of car- 
tels, trusts, concerns, and other com- 
bined attempts to secure economic 
dominance—was firmly embedded in the 
economic life of nations long before the 
Treaty of Versailles. More recently it 
has been a means of securing regenera- 
tion of economic vitality in the face of 
chaotic political conditions. To a 
marked extent, business men have suc- 
ceeded in restoring seemingly amicable 
relationships where politicians and dip- 
lomats have only blundered and failed. 
Nevertheless, agreements and combina- 
tions between citizens of more than one 
country for joint action in respect to 
essential commodities is grounded so 
largely on suspicion and self-interest 
that it is impossible confidently to pre- 
dict the continued success of such 
arrangements. In this connection, the 





36 United States vs. Trenton Potteries Company, 
et al., 273 U.S. 392 (1926). 
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potash accord, the steel and chemical 
ententes, and similar efforts at economic 
solidarity will be watched with the 
greatest interest on both sides of the 
Atlantic. 

The cartel movement appears to be 
subject to a natural economic corrective. 
The cartel nourishes inefficient units at 
the expense of consumers. It compels 
efficient properties to operate below the 
level of industrial capacity and indi- 
vidual ambition. It enables its members 
to dump products in foreign markets in 
order to obtain commercial dominance 
in such markets—which leads to anti- 
dumping tariffs, trade wars, and exorbi- 
tant domestic prices. The international 
cartel is of doubtful value as an agency 
of peace. Non-member countries are 
frequently antagonized. And when dis- 
sension occurs—as it often does—in the 
cartel itself, there is misunderstanding 
and rancor between participating coun- 
tries. Moreover—and from the Ameri- 
can standpoint this is the most significant 
objection—the cartel form of business 
association leads to governmental con- 
trol in business. So that, even abroad, 
where the cartel is functioning, there is 
evidence of fear that governmental par- 
ticipation, originally looked to for rea- 
sons of protection, may now expand in 
the direction of nationalization of re- 
sources. 

In Germany, where there are said to 
be approximately 3,000 cartels, there is 
a distinct tendency to consolidate related 
enterprises on the American pattern un- 
der unified management. This is a con- 
cession to the American view that con- 
solidation has a legitimate place in the 
development of industry. Consolida- 
tion may correct the evils of destructive 
competition; it may be a means of ad- 
justing the relation between production 
and consumption, supply and demand. 
Yet in European countries, where there 


is no adequate check on the abusive prac. 
tices growing out of overcentralization 
consolidation may also lead to more - 
tensive governmental participation in 
business and, possibly, to governmental 
ownership; for colossal enterprises pos. 
sess a power of which the state itself js 
jealous.*? 

In the larger industries, while cartels 
of national or international scope are 
maintained for certain purposes, there js 
a tendency toward formation of blocs 
or concerns or trusts within the cartels 
themselves. Depending on capacity 
or resources, the aims of the units 
may differ. The larger and more re- 
sourceful units often object to a cartel 
policy devised to protect weaker mem- 
bers. In the case of potash, steel, and 
coal, the government has had to inter- 
vene to prevent disintegration of the 
cartel. And in many instances, to attain 
greater efficiency and power, there has 
been a process of absorption and con- 
solidation in the cartels which resembles 
in its essential features the formation of 
trusts in the United States during the 
early years of the present century. The 
structure of the units forming the chemi- 
cal entente, the Wintershall-Burbach 
combination in the potash syndicate, and 
the Vereinigte Stahlwerke in the steel 
cartel illustrate this tendency. 

The principle of competition has been 
embodied in the law of the United 
States, not simply as a rule of business 
conduct, but as an expression of a phil- 
osophy of human relationship. It is 
based to a large extent on a deep-rooted 
fear of industrial tyranny. Those con- 
solidations which are formed for the 
purpose of obtaining a monopoly, or 
which, as a direct or natural consequence 





87 An able defense of the cartel as an economic 
device is contained in Spitzer, Rationalization and 
Cartels, International Management Institute, Ger 
eva, 1927. 
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of their organization and practices, re- 
sult in monopoly, are condemned as 
violations of law. And all agreements 
tending to restrict competition unreason- 
ably are likewise condemned. 
Governmental controls relating to es- 
sential commodities must be considered 
as a phase of the movement for “ra- 
tionalization,” since such controls con- 


template stabilization through restraint | 


on production and competition. In some 
instances, control has been exerted to 
freeze and prevent the dissolution of a 
control which first came into being by 
private agreement. On some occasions 
the state has intervened and established 
a control to prevent economically disas- 
trous competition. To a lesser extent, 
governmental control has been insti- 
tuted as a conscious step in the socializa- 
tion of resources and industry. 

The political element introduced by 
governmental participation or control 
was considered at the Economic Confer- 
ence. It was presented by the argu- 
ments before the Supreme Court in the 
Sisal case. And it has since been acutely 
raised on the motion to dismiss in the 
Potash case. The attitude of this gov- 
ernment is reflected in a letter dated 
July 7, 1927, from the Secretary of 
State to the Attorney General. In con- 
sidering the claim of the French defend- 
ants to sovereign immunity, it is said: 


Tr The Société Commerciale des Po- 
tasses d’Alsace, to which you refer, does not of 
course have any diplomatic or consular status 
in this country. 

-_ I have to inform you that it has 
long been the view of the Department of State 
that agencies of foreign governments engaged 
in ordinary commercial transactions in the 
United States enjoy no privileges or immuni- 
tes not appertaining to other foreign corpora- 
tions, agencies, and individuals doing business 


——. 


*S United States v. Deutsches Kalisyndikat Gesell- 
schaft; et al., Government's brief on motion to va- 
Cate process, p. 65. 
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here, and should conform to the laws of this 
country governing such transactions.** 


The extent to which these foreign 
commercial controls (legally sanctioned 
or actually promoted in the country of 
origin) are subject to the jurisdiction of 
United States courts when they become 
effective in this country is matter for 
discussion in a technical legal paper. In 
view of the decision of the Supreme 
Court in the Sisal case, however, it is 
believed that the activities of foreign 
monopolies and combinations in this 
market can be effectively and substan- 
tially curbed. 

Sisal, the fiber of the henequen plant, 
which is largely grown in Mexico, is 
used to manufacture over 80% of the 
binder twine used in the United States. 
Through the agency of persons acting in 
the United States, the Mexican sisal 
monopoly, which was largely sustained 
by American banks, was extended into 
and became operative in this country. 
The strength of the decision in the Sisal 
case rests on the fact that parties named 
in the pleadings included a Mexican cor- 
poration and its officers, whose conduct 
was concededly legal under the laws of 
Yucatan. These parties acted in Mexico 
to secure and maintain a monopoly in 
sisal. The monopolized commodity was 
distributed in the United States through 
an exclusive selling agency, pursuant to 
a scheme involving domestic banks, cor- 
porations, and individuals, as well as the 
Mexican corporation and its officers. 

In considering the sufficiency of the 
Government’s pleadings in the Sisal 
case, the court held: 


Here we have a contract, combination, and 
conspiracy entered into by parties within the 
United States and made effective by acts done 
therein. The fundamental object was control 
of both importation and sale of sisal and com- 
plete monopoly of both internal and external 
trade and commerce therein. The United 
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States complain of a violation of their laws 
within their own territory by parties subject 
to their jurisdiction, not merely of something 
done by another government at the instigation 
of private parties. True, the conspirators 
were aided by discriminating legislation, but 
by their own deliberate acts, here and eise- 
where, they brought about forbidden results 
within the United States. They are within 
the jurisdiction of our courts and may be pun- 
ished for offenses against our laws.*® 

Moreover, appellees are engaged in import- 
ing articles from a foreign country and have 
become parties to a contract, combination, and 
conspiracy intended to restrain trade in those 
articles and to increase the market price within 
the United States. Such an arrangement is 
plainly denounced by Section 73 of the Wil- 
son Tariff Act, as amended. 


It is believed that this language is au- 
thority for the view that foreign cor- 
porations and individuals are subject to 
the antitrust laws when they partici- 
pate in an enterprise that would be of- 
fensive under those laws, however inno- 
cent their conduct may be in the country 
of domicile, if the enterprise relates to 
interstate and foreign commerce of the 
United States and involves the perform- 
ance of acts tending to make the enter- 
prise effective in this country. 

While the suggestion of retaliatory 
legislation as a means of resisting for- 
eign controls has been temporarily re- 
jected,*° the extension of credit by 
American citizens has been definitely op- 
posed by the Committee on Interstate 
and Foreign Commerce. Conservation 
and use of synthetic substitutes have 
been successfully urged. Related to this 
is the suggestion that the Government 
aid consumers in obtaining independent 
sources which cannot be brought under 
foreign governmental control. In sub- 
stance, the recommendation of the Com- 
mittee simply embodies an approval of 
a policy already developed in the De- 
partment of Commerce. For, in con- 


nection with the copper, potash, quinine, 


and other situations, the surveys and 
other assistance of the Department have 
proceeded along this line. 

To a limited extent, the Webb Fx. 
port Trade Act is used by American 
business men in meeting the competition 
of foreign controls. It permits mer. 
chants to combine, to fix prices, to divide 
sales territory, if such combination and 
practices relate solely to and are not un- 
fair as between concerns doing an export 
business. This is simply a decent recog. 
nition of the fact that in regions where 
antitrust laws are not in force American 
business men should be able to compete 
on a favorable basis with “rationalized” 
undertakings. Legislation expressly per- 
mitting collective buying abroad has 
been proposed in the form of an amend- 
ment to the Webb Act. 

It is believed that the most effective 
weapon of American interests may be 
the trade association. This device has 
been made legally available, and _ its 
limits have been defined by a line of 
Supreme Court cases ending in Maple 
Flooring Manufacturers’ Association v. 
United States and Cement Manufactur- 
ers’ Protective Association, et al., v. 
United States.® 

Related enterprises wishing to co- 
operate may now follow a charted 
course in the direction of thoroughly 
scientific operation. The law permits 
the free exchange of all pertinent com- 
mercial information—past prices, costs, 
freight rates, stocks on hand, volume of 
business, and credit data. This leads to 
scientific operation of economic laws; 





8° Italics ours. 

40 “Retaliation by the United States against these 
governmental controls was not given serious atten- 
tion by the Committee and will not be except as 4 
last resort.” (Report, p. 15.) 

41 268 U.S. 563, 588 (1924). United States V. 
Trenton Potteries Company, et al., 273 U.S. 39 
(1926), should also be considered in this connection. 
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for, while it allows cooperative dissemi- 
nation of the actual facts on_ which 
sound economic progress is grounded, it 
leaves individual initiative and ingen- 
uity and vision absolutely free to seek 
the rewards of efficient effort. Volun- 
tary exchange of commercial informa- 
tion and opinions tends to preclude 
petty individualistic suspicion and jeal- 
ousy. And the trade association pro- 
vides for elimination of the waste of 
overproduction, since, on the basis of 
comprehensive information, producers 
may scientifically gauge the require- 
ments of the market. And, obviously, 
it does not involve the waste occasioned 
by protection of inefficient operations, 
since selection of markets, extent of pro- 
duction, and fixing of prices is voluntary 
rather than compulsory, and occurs by 
exercise of individual judgment instead 
of by compromise and agreement. Hav- 
ing all available facts, using independent 
judgment, maintaining a_ thoroughly 


efficient plant, the member of a trade 
association may expect exactly the re- 
ward to which the operation of eco- 
nomic laws and individual wisdom 
entitle him, while the improvident, un- 
wise, or inefficient producer is inevitably 
and properly eliminated from the field 
of competition. 

Judging from the Sisal case, one may 
reasonably predict a continued enforce- 
ment by the courts of the laws relating 
to freedom of competition. The exist- 
ing body of law provides a potent de- 
fense against the abusive operations of 
foreign monopolies and governmental 
controls, as well as against all private 
efforts to exploit this market by private 
arrangements restricting competition. 
And, on the positive side, in the Webb 
Export Trade Act and the law of trade 
associations, American interests have in- 
struments enabling them to compete on 
a favorable basis in the markets of the 
world. 
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THE UTILIZATION OF WATER POWER 
IN FRANCE 


By RAOUL BLANCHARD 


N ANY study of the evolution of 
water power installations and the 
effect of hydroelectric power upon 

certain industries, it must be recognized 
that different methods of constructing 
hydroelectric plants have been evolved 
through the necessity for solving indi- 
vidually the water power problems in 
the varied types of French mountains. 

1. The Alpine Solution of the Prob- 
lem. The utilization of water power 
began in the Alps, near Grenoble, in 
1869. 

The Alps are greatly favored in re- 
spect to water power. First, they pre- 
sent along the valley frequent preci- 
pices which allow an easy use of the 
head of pressure within a very short dis- 
tance of the point where the water is 
dammed up. Secondly, the rivers con- 
tain large and fairly regular quantities 
of water, because precipitation is con- 
siderable, and also because many of the 
rivers receive the waters of extensive 
areas. Lastly, these mountains are 
crossed by deep and wide valleys, where 
communication is easy, thus permitting 
the installation of factories in the very 
heart of the Alps. 

Thus the Alpine solution is free from 
complications and necessitates only a 
low cost of installation; this is of special 
importance because capital investment, 
and especially first cost, is the dominant 
factor in the water power industry. Up- 
stream, a small dam of rough stones and 
wood is built in the river in order to 
direct available water toward a canal, 
ending in a reservoir from which the 
pipes go directly to the turbines. 


The Alpine solution requires thus 
minimum of engineering construction 
and of expense, and seems to be the 
ideal method of utilizing mountain 
water power. Very early, the attempt 
was made to use this method in the 
Pyrenees and in the Central Massif, 
that is to say, the mountainous region of 
Central France. Unfortunately, neither 
the Central Massif nor the Pyrenees are 
exactly like the Alps, and in applying to 
these mountains the solution developed 
in the Alps, failures were inevitable. 

2. The Pyrenean Solution of the 
Problem. The Pyrenees present great 
opportunities for the utilization of 
water power. Even though this range 
is less elevated than the Alps, the slopes 
are steep, because of the vicinity of low 
plains to which the mountains fall 
abruptly. Moreover, precipitation is 
abundant, especially in the center and 
toward the West. 

But the French part of the chain pre- 
sents a serious fault: it is too narrow. 
In consequence, the rivers in the heart 
of the mountains are short, about 10 to 
20 miles, and the amount of utilizable 
water is relatively small. The use of the 
simple Alpine technique did not yield 
favorable results until the beginning of 
the World War. The power plants 
created before 1914 were almost all of 
low power, although the engineering ex- 
pense was much greater than in the 
Alps. As the run-offs of the rivers were 
small, one was obliged to build very 
high waterfalls, which needed long 
canals. For instance, at Gesse, in order 
to obtain 5,000 kilowatts, it was neces- 
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sary to cut a subterranean canal § miles 
long; at Azzeau, on the Neste, the same 
power was obtained with a canal of 6% 
miles; in the Alps, some plants with 
smaller equipment produce 15,000 kilo- 
watts. 

Thus the Pyrenees seemed to be con- 
demned to a great number of very small 
power plants, a decentralization which 
is both expensive and unprofitable, until 
it became clear that these mountains had 
a special resource, the high altitude 
lakes. The utilization of these lakes 
gave rise to a new Pyrenean technique. 
Such lakes are found along almost the 
entire chain in great numbers; for in- 
stance, 50 in the Carlitte massif, 56 in 
the Neouvielle massif. Being very deep, 
often more than 300 feet, and possess- 
ing a great amount of water, varying 
from 6 to 20 million cubic meters, these 
lakes are also located at a very high alti- 
tude, from 5,500 to 7,500 feet. They 
are, therefore, splendid water reserves, 
capable of furnishing regular power. 

But it was necessary to undertake 
dificult construction. To be able to 
command water reserves as large as 
possible, one must erect a dam above 
the rock barrier to raise the water level, 
and a tunnel must be cut at the base of 
the rock barrier to permit the drawing 
off of water to the lowest possible level. 
Then a canal must be built, and, finally, 
the tubes descending to the turbines, 
which have to be very long because the 
fall is necessarily extremely high. These 
installations are necessarily expensive, 
since they are made at high altitudes, 
only during 5 to 6 summer months, in 
conditions unpleasant for the laborers, 
and with expensive transportation of 
raw materials and food. Thus the utili- 
zation of high altitude lakes is neces- 
sarily more expensive than the Alpine 
technique. 

But the Pyrenean solution of the 





problem gives good results. First, it 
allows the utilization of water power 
with efficiency in a country lacking coal 
and oil. Secondly, the water power thus 
obtained has more value than that ob- 
tained by the Alpine method, because 
the reserve lakes prevent wide varia- 
tions in the flow. 

Since the war, a great number of 
power plants have been installed accord- 
ing to this technique. For instance, the 
Eget plant is supplied by four lakes, 
with 20 million cubic meters of avail- 
able water; the canal is 6 miles long, 
and the head is 2,500 feet; the devel- 
oped power is 10,000 kilowatts. Down 
stream, another plant, St. Lary, has 
been built according to the Alpine 
method, but this Alpine plant, with 10,- 
500 kilowatts, operates with efficiency 
only because of the regulated flow of the 
first, the Pyrenean plant. 

3. The Solution of the Central Mas- 
sif. The difficulties of supplying water 
power were still greater in the Central 
Massif. These central mountains are 
low. The rivers present less steep and 
more irregular slopes. The best sup- 
plied river of the Massif, the Cere, has 
only one-half of the flow of the best 
supplied Alpine rivers. The flow, more- 
over, is extremely irregular, because of 
the lack of snow and ice reserves. 

These conditions were rather dis- 
couraging. But the region needed power 
very badly. The industrial groups, 
therefore, were obliged to try to utilize 
the rivers. It was impossible to remedy 
the lack of water, but the moderate 
slopes and the irregularity of flow both 
could be corrected by one remedy, the 
high dam, a gigantic obstacle 100, 200, 
or 300 feet high, blocking the valley 
and changing the valley into a lake. 

It is true that this solution of the 
problem does have certain faults. Be- 
cause of the magnitude of the construc- 
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tion, the cost is very high; the cost is 
further increased by the expenses in- 
volved in the upstream submersion of 
the valley. There is the possibility that 
the reserve lake may be quickly filled up 
with sediment, thus losing its efficacy; 
another danger is the breaking of the 
dam, producing terrific disasters down 
stream. Fortunately, these disadvan- 
tages were of comparatively little im- 
portance in the Central Massif. Almost 
all the valleys here are narrow, with 
steep sides; thus the dam requires less 
material for construction and is less ex- 
pensive to build. In these deep gorges 
man has penetrated very little, and the 
cost of the real estate generally is low. 
As the slope of the river bed is gentle, 
even a small dam will retain behind it 
an enormous amount of water. Lastly, 
for the same reason, the rivers transport 
little silt, and the danger of filling up the 
lake does not arise until after a very 
long time. 

As in the Pyrenees, the application of 
this solution was especially developed by 
the World War. On the Cher, on the 
Sioule, several dams were constructed, 
varying from 100 to 140 feet in height, 
with reserve lakes from 5 to 7 miles in 
length; on the Creuse, the high dam of 
Eguzon, 190 feet, imprisoning a lake 
11 miles long, and furnishing 15,000 
kilowatts; this power is used for electric 
traction by the Paris-Orleans Railroad 
Company. Two great plants are under 
construction on the Cere and la Truyers, 
others in the Rhue and the Chavanun, 
which will give from 10,000 to 30,000 
kilowatts. Finally, great projects are 
under consideration along the magnifi- 
cent gorges of the Dordogne river: 
among the projected dams, that of 
Chamton will be 374 feet high; the lake 
behind it will be 25 miles in length, con- 
taining 525 million cubic meters; the 
plant will give 55,000 kilowatts. Fur- 


thermore, the influence of this powerful 
reservoir will regularize the flow of the 
river, giving a minimum flow four times 
as great as it is today, thus exerting a 
favorable action upon navigation and 
on plants now existing or to be con. 
structed down stream. 

4. Application of These Techniques 
to the Alps. The development of the 
Alpine water power industry meanwhile 
required improvements. The irregulari. 
ties in the distribution of the power had 
become more and more unbearable. So 
the idea was conceived to apply to the 
Alps the methods which succeeded in the 
other French mountains. 

The Pyrenean method has been used 
to improve certain high lakes or to 
create entirely new ones. The most re- 
markable undertaking was that of 
Girotte Lake, in the Northern Alps. A 
tunnel, cut 300 feet below the surface of 
the lake through the rock barrier, allows 
the utilization of all the water of the 
lake. Below, in the valley, a power 
plant can be alternatively put in motion 
by the water falling from the lake or by 
power coming from another plant. At 
the time of high water, this foreign 
power, very cheap in this season, is even 
utilized to pump water up into the lake, 
through the water pipe, which thus is 
utilized in both directions. This device 
represents thus an improvement of the 
Pyrenean method. 

The solution of the Central Massif 
has also been applied in the Alps. High 
dams, even higher than those of the 
Central Massif, are now under construc- 
tion in the Northern Alps. In Chamton 
on the Romanche, a dam 295 feet high 
will block up the narrow gorge cut by 
the river through a very large rock bar- 
rier; up stream, a lake 2% miles long 
will double the water supply of the win- 
ter season, enabling the 14 plants down 
stream to double their winter produc- 
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tion. The most gigantic project is that 
of the Sautet, on the Drac, which has 
been under construction since last June. 
Thanks to the presence of an extremely 
narrow and deep canyon, cut through 
impermeable rock, the dam will be 
easily built to a height of 468 feet 
(making it the highest in the world) ; it 
will retain behind it a lake of 130 mil- 
lion cubic meters furnishing a power of 
40,000 kilowatts, regularizing the flow 
of the Drac, the power production of 4 
downstream plants, and, by connection, 
the power production of all the plants 
in the vicinity of Grenoble as far as 
Lyons. 

Thus have been created specialized 
techniques, each of them well adapted 
to the physical conditions of the differ- 
ent French mountains. 


II, Electro-Chemical and Electro- 
Metallurgic Industries in 
the French Alps 


The electro-chemical and_ electro- 
metallurgic industries present very spe- 
cial characteristics. They are recent, the 
first plants having been built in the go’s, 
and they are very modern industries. 
They are almost entirely located in the 
very heart of the Alps, in conditions 
which seem to be unfavorable for an in- 
dustry of modern type. Nevertheless, 
they are prosperous, this prosperity be- 
ing proved by the tonnage of goods and 
the number of workers. In order to ex- 
plain this condition, we will examine suc- 
cessively the location of the factories, 
the power used, the manufactured 
goods, the labor conditions, and the 
means of transportation. 

_I. The Location of the Plants. The 
birth of this industry is due to the utili- 
zation of the electric power obtained 
from the water falls. Most of the fac- 
tories were created, however, before the 
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great progress accomplished in the trans- 
mission of power. Until 1910 to 1915, 
the transformers were still inferior, and 
the loss of power along the transmission 
lines was so great that all the factories 
had to be located as near as possible to 
the power plant. At this epoch, the fac- 
tories were literally attached to the 
falls. The communes which possessed 
the waterfalls permitted the factories 
to be installed only in case the plant was 
placed in the municipal territories, in 
order to profit by the presence of the 
workers and by the income from taxa- 
tion. Lastly, the installations were 
originally very small, and it seemed that 
the problems of transportation of raw 
materials and goods and the problems 
of recruiting labor were unimportant. 
Therefore, the factories did not hesitate 
to locate in the heart of the mountains. 
About twenty years ago, a new tendency 
began to appear; the new factories are 
located on the edges of the mountains 
nearer the railroads and in more densely 
populated sections. 

2. The Power Used. If this industry 
uses some coal and coke, it is only as raw 
material, and never in order to produce 
steam. The electro-chemical and electro- 
metallurgical industries need enormous 
quantities of power, and consequently 
want to use cheap power. Waterfalls 
are capable of furnishing it at lower 
costs than plants operated by steam 
power. In order to compare the cost of 
this power with that of steam power, we 
note that the price of the kilowatt hour 
utilized by a chemical factory and com- 
ing from a power plant installed in 1921 
is only from 5 to 6 centimes (1/5 of a 
cent), whereas a similar chemical fac- 
tory located in the plains near Paris 
pays for its steam-power-kilowatt-hour 
16 to 20 centimes (3/5 to 4/5 of a 
cent). As we might expect, the old fac- 
tories possess great advantages, because 








eee 





180 HARVARD BUSINESS REVIEW 


long since their sinking funds have been 
paid up completely, and they are gener- 
ally in the most convenient places to 
make power. For instance, in Chedde, 
one horsepower costs only $24 for in- 
stallation. 

But the use of the water power pre- 
sents a great fault—the irregularity of 
the power. For almost all the plants, 
the cold season is a season of low water 
because snow takes the place of rain. 
During the hot season, rain is frequent, 
and moreover the melting of snow and 
ice supplies the rivers with abundant 
water. Thus one can be sure that from 
April to October the falls supply a large 
amount of water, while from October to 
April the power plants are supplied with 
dificulty. In the outer Alps, where 
snow is less abundant, the period of high 
water is shorter and earlier; the summer 
has low water, and generally a more or 
less irregular supply occurs in the fall, 
due to the October rain. Thus irregu- 
larity is more pronounced here than in 
the high ranges, and this explains why 
the plants are especially located in the 
heart of the mountains. The average 
maximum of kilowatts utilized by the 
electro-chemical and metallurgic indus- 
try in the French Alps is about 335,000, 
and the average minimum is 114,000. 
The relation between these extremes is 
thus approximately 1 to 3. In special 
cases this ratio becomes smaller or 
larger, according to the flow of the va- 
rious rivers; in the northern interior 
Alps, where the rivers are more regular, 
this ratio is only 1 to 2 or even I to 1.8; 
toward the South and in the rivers of 
the outer chains called Prealps, it can 
attain 1 to 7 or 8 or, in one plant, 1 
to II. 

The industry succeeds in overcoming 
this handicap of seasonal power by the 
variety of manufactured goods and 
through migration of labor. 


3. The Manufactured Goods. This 
industry, in fact, produces the most 
varied goods and unceasingly changes 
its fabrications, according to the needs 
of the market. These perpetual changes 
are made possible by the tools. In each 
of the three great classes of operations, 
wet electrolysis, dry electrolysis, and 
thermo-electric processes, the apparatus 
adapts itself quite easily to various fab. 
rications. Thus it is possible, in the 
seasons when power diminishes, to de. 
vote all the available apparatus to the 
one product, and, when the supply of 
power again becomes abundant, to take 
up once more the diversified products 
temporarily abandoned. Lastly, it is al- 
ways possible to accumulate large stocks 
during the high water season and to sell 
them during the winter. 

Among the most largely manufac. 
tured goods is aluminum. But it is a 
very special process, requiring special 
equipment not to be utilized for other 
manufactures; moreover, the fabrica- 
tion here cannot be suddenly stopped. 
Thus every aluminum factory must add 
another product. Therefore, the alu- 
minum plants manufacture at the same 
time electrodes, or calcium carbide, or 
compounds of chlorine, the manufacture 
of these products being suitable for the 
utilization of the fluctuating supplies of 
power. 

On the other hand, iron alloys (with 
manganese, silicon, chromium, tungsten, 
and many other elements) represent 
very simple, easily interchangeable proc- 
esses, the most convenient for the va 
riations of power. Together with alu- 
minum, these alloys comprise the largest 
part of the production of this industry. 

The fourth group includes the pro 
duction of soda and chlorine and various 
compounds of chlorine, enabling the 
plant to adapt itself to the demands of 
the market and to the variations of 
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power, and serving once more as a 
means of facilitating a constant produc- 
tion of other manufactures, such as alu- 
minum. On the other hand, certain fac- 
tories produce sodium, magnesium, 
cerium, and even synthetic precious 
stones, rubies, topazes, sapphires, manu- 
factured in the form of glass stoppers 
and becoming real precious stones after 
being cut and polished. 

Lastly, four great factories produce 
electrically steel and cast iron; several 
others manufacture the most varied 
goods, abrasives, such as corundum and 
carborundum, nitric acid from the at- 
mospheric nitrogen, phosphorus, and 
electrolytic iron. The industry has thus 
adapted itself to the irregularity of the 
power supply. The conditions of labor 
cooperate toward the same result. 

4. Labor Conditions. At first glance, 
it seems that these conditions would be 
wholly unfavorable. For labor in the 
mountains is insufficient, and the varia- 
tions in the power supply make neces- 
sary the discharge every winter of a cer- 
tain number of workers. With regard 
to the shortage of labor, the lack of 
population in the mountains is the more 
striking because often several great 
plants are located at the same place, 
such as in the Maurienne and Ro- 
manche valleys. Moreover, the World 
War largely diminished the available 
number of men. Lastly, the eight-hour 
day is strictly observed. With regard to 
the power supply, the diminution of 
power occurs, during the winter, pre- 
cisely at the time when the workers, who 
are at the same time little farmers, are 
available for work in the factories; dur- 
ing the short summer of the mountains, 
they prefer to abandon work in the 
plant for their fields. For these rea- 
sons it would seem that industry would 
face a most unfavorable labor situation. 
Fortunately, these inconveniences 
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were overcome by the wide use of for- 
eign labor. In fact, only one-half of the 
available labor is French. The other 
laborers are foreigners. The most nu- 
merous are the Italians, coming espec- 
ially from Piedmont, excellent workers, 
conscientious, industrious, and steady. 
In several factories of the Maurienne 
valley, where the industrial congestion is 
most pronounced, one can find from 
70% to 80% of Italian workers; with- 
out their presence, the electro-chemical 
and metallurgic industry would be im- 
possible. After the Italians, we find the 
natives of North Africa, especially from 
Morocco and Algiers, about 12% of the 
foreigners, and very useful for the work 
about the furnaces. Lastly, we find 
Spaniards, some Chinese, Annamites, 
Czechs, Servians, Austrians, Belgians, 
Rumanians, Hungarians, Egyptians, So- 
malis, English, and Swiss; in all, there 
are exactly 22 nationalities represented. 

Thanks to this flood of foreigners, 
the industry makes up for the lack of 
French workers and can also adapt itself 
to the variations in the power supply. 
Many foreigners go back to their homes 
during the winter; during this season, at 
least 25% of the laborers leave the fac- 
tories for from 3 to 5 months, and many 
come again in the spring. 

5. Means of Transportation. The 
problems of transportation present 
other difficulties. The annual tonnage 
of raw materials and of manufactured 
goods of these industries exceeds 1,100,- 
000. Some, such as lime, anthracite, 
and coke, are found nearby. Some 
others come from long distances, such 
as ores, from Africa, India, America, oil 
coke (for electrodes) from the United 
States, and the cryolite from Greenland. 
Fortunately, the manufactured goods, 
except chemical products, are generally 
light goods, that is to say, of great value 
in proportion to their weight; but they 
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are shipped long distances. For in- 
stance, the abrasives go to England, 
Belgium, Italy; the precious stones to 
Switzerland and India; the alloys to 
Germany, England, Belgium, Austria, 
Hungary, Czecho-Slovakia, and even to 
the United States; the chemical prod- 
ucts go practically everywhere. Thus 
the problems of transportation are 
great. The industry must adapt itself 
to these conditions; the factories estab- 
lished on poor transportation lines work 
only on the raw materials easily found 
in the immediate vicinity, and more and 
more the factories tend to locate on the 
edge of the plains. Such, for instance, 
is the case with the big new factories 
created since the war at St. Auban, Jar- 
rie, Brignoud, and the future aluminum 
factory of Pont de Claix, which will be 
the most powerful in the world. 

In short, the electro-chemical and 
electro-metallurgic industries of the 
Alps are entirely based upon electric 
water power. They experience some in- 
conveniences with the labor conditions 
and the means of transportation, but 
they remain strongly attached to the 
mountains, because the mountains alone 
can furnish the abundant and cheap 
power which they need. 


III. Paper Manufacture in the 
French Alps 


The manufacture of paper is one of 
the largest industries of the French 
Alps. Thirty-one factories with 72 pa- 
per machines employ about 8,000 work- 
ers, receive yearly 425,000 tons of raw 
materials, and produce 120,000 tons of 
manufactured goods. Nevertheless, lo- 
cated as they are in the very heart of the 
mountains, the Alpine paper mills seem 
to be none too favorably situated, either 
for the transportation of raw materials 
or for the export of their product. 


Their dependence upon water power ex. 
plains this apparent paradox. 

1. The Raw Materials and Their 
Transportation. The raw materials 
used for paper manufacture are gener. 
ally heavy products, that is to say, they 
have great weight for little value; thus 
their transportation is expensive. More. 
over, they are in the main produced far 
from the Alps. 

Coal is the most important. In the 
paper mill, coal is used for two pur- 
poses: to produce steam as motive 
power for the engines of the factories, 
and steam destined to dry the pulp being 
made into paper. The quantities of coal 
required are frequently enormous, espe- 
cially in the manufacture of the finest 
types of paper, such as cigarette paper, 
where sometimes it is necessary to use 
three kilograms of coal to produce one 
kilogram of paper. Thus the paper 
mills of the French Alps need yearly 
several hundred thousand tons of coal. 

Pulp is next in importance as a raw 
material. This pulp is produced in the 
forest regions of Europe, in the Scandi- 
navian countries (Norway and espe- 
cially Sweden and Finland); central 
Germany, Austria, Bohemia, and 
Switzerland; in short, in regions located 
at a great distance from the French 
Alps. 

Pulp used in the paper mills repre- 
sents more than 100,000 tons; rags used 
represent much less, perhaps 20,000 
tons. These rags are very expensive, 
because America demands great quanti- 
ties of them, and they seil at high 
prices, probably at from twice to four 
times as much as pulp. Being relatively 
light, they do not present a difficult 
problem of transportation. Finally, the 
industry uses waste paper to an amount 
of about 25,000 tons, coming especially 
from Paris and the other large cities of 
France. 
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The various chemical products used 
by the industry can easily be found in 
the close vicinity in the electro-chemical 
plants of the Alps. , 

In short, in addition to the chemical 
products, the Alpine paper mills use 
about 400,000 tons of raw materials 
annually, which must be brought from 
distant countries. The transportation 
of these raw materials is expensive, be- 
cause transportation in the mountains 
is always high-cost transportation. This 
region is far from the seaports except 
Marseilles; but Marseilles communi- 
cates with difficulty with the northern 
French Alps, because the traffic through 
the Rhone valley is very dense. The 
Alpine rivers are not navigable, and 
even the Rhone is little used. Especially 
since the war, inland navigation has 
fallen into decay because the rates for 
water transportation increased greatly, 
while the railroad companies, under 
government influences, increased their 
rates much less, thereby destroying the 
differential which had favored water 
transportation. 

All the raw materials destined for 
the Alpine paper mills are therefore 
brought by railroads. Almost all the 
available coal is sent from points 125 to 
250 miles distant. Part of the wood 
utilized has to travel from 180 to 280 
miles. The rags must be brought some- 
times from 500 to 600 miles. Lastly, 
the foreign pulp crosses the whole of 
France to reach the Alpine paper mills. 
Rouen, on the Seine, is almost the sole 
seaport used for pulp importation. This 
preponderance is explained by return 
cargo opportunities in Rouen, or at 
least in the nearby English ports. But 
the distance from Rouen to Grenoble is 
about 470 miles by railroad. Thus the 
transportation costs are very high. The 
Price of the Scandinavian pulp is in- 
creased by about 60% when it arrives 
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in the Alpine factories. Lastly, some 
plants, installed in deep and narrow val- 
leys, in order to utilize water, are not 
located along railroads, and must use 
trucks and wagons in order to connect 
with the stations; in this way, a cost of 
$1 a ton is added to the other transpor- 
tation costs. 

It appears, therefore, that the Alpine 
paper mills are badly located as far as 
their supply of raw materials is con- 
cerned. The same situation exists with 
respect to the transportation of manu- 
factured goods. 

2. The Market for the Finished 
Goods. The manufactured goods are 
marketed both in foreign countries and 
in France. The finest kinds of paper 
(superfine) are especially manufactured 
for export trade: these include cigarette 
paper, largely sold in the United States, 
Algeria, and the Near East; photo- 
graphic paper destined for England; 
fine letter papers, sent throughout the 
entire world; the finest printing paper, 
sent to nearby foreign countries and to 
South America; and paper for bank- 
notes, manufactured in Rives, also with 
worldwide distribution. 

The papers of so-called ‘‘fine quality” 
are exported much less, except parch- 
ment paper sold in Australia, Holland, 
and England (for butter); generally 
exports amount to from 5% to 20% of 
production. But for these qualities of 
paper, Paris is the great market, espe- 
cially for the letter paper, printing pa- 
per, and typewriter paper; in this way 
Paris receives from 50% to 85% of the 
manufactured goods. The “half-fine” 
qualities, which are especially destined 
for newspapers, are sold in the south- 
eastern region of France, from Dijon 
and Besancon to the Mediterranean 
shore. But these goods are manufac- 
tured less and less in the Alps. 

Thus the Alpine paper mills produce 
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several kinds of paper sent to great dis- 
tances. All are carried by railroads at 
very high prices. For instance, from 
the region of Grenoble to Paris, the cost 
of transportation varies according to 
the kinds of paper from 200 to 250 
francs a ton, that is to say, from $8 to 
$10. Transportation costs on cigarette 
paper, which needs a special package, 
are about 300 francs a ton to Paris; 
fortunately, it is a case here of expensive 
goods, costing about $200 to $1,000 a 
ton, that is to say, light goods for which 
the transportation costs are relatively 
low. 

It therefore appears that the location 
of the Alpine paper mills is unsatisfac- 
tory, since they are far from the regions 
supplying raw materials and from the 
selling markets, and that the use of 
cheap water power reestablishes the 
equilibrium. 

3. The Influence of Water Power. 
The use of large quantities of electric 
power gives other advantages than mak- 
ing the purchase and transportation of 
coal unnecessary. It permits the manu- 
facture on the spot of wood pulp for the 
paper mills, thus procuring two kinds of 
advantages. First, the factories manu- 
facturing this pulp become free to buy, 
in foreign countries, goods whose prices 
are greatly increased by the unfavor- 
able exchange. Second, they avoid in 
this way expensive transportation, for 
they can find on the spot or in the vicin- 
ity the raw materials used for the pulp 
fabrication, that is to say, wood. The 
Northern French Alps, especially in 
Savoy, are well forested and furnish al- 
most all the spruce and fir utilized for 
the mechanical pulp; only birch and 
aspen must be sent from the Jura and 
Burgundy. But this transportation is 
much less expensive than that of the 
Scandinavian pulp, and the prices of the 
wood are less high than that of the for- 


eign pulp. Thus the factories having 
the use of great quantities of cheap 
water power can avoid buying much coq] 
and much pulp, which are the Principal 
and most expensive raw materials of the 
paper industry. 

Thus it can be understood why the 
manufacture of paper has been widely 
developed for the last 60 years in the 
Alps. We have here another example 
of the influence of water power on in- 
dustries, enabling companies to create 
large factories in the very heart of the 
mountains. 


IV. Some Other Industries Influenced 
by Water Power in the 
French Alps 


In may be said that all the industries 
in the French Alps depend, more or less, 
upon water power. This is the case 
even with glove manufacture, one of the 
great specialties of Grenoble and the 
surrounding country. In this case, the 
problem of transportation is without im- 
portance for the raw material, which is 
skins, as well as for the manufactured 
goods, which are light but of great 
value. Here, the great necessity is to 
obtain very skilled and abundant labor, 
for machinery plays only a secondary 
réle. Nevertheless, electric water power 
can put in motion sewing machines and 
many other machines needed in the 
trade. 

But much more characteristic is the 
influence of water power industries upon 
three important types of manufacture in 
southeastern France: lime and cement 
manufacture, iron and steel manufac- 
ture, and silk weaving. ; 

1. Lime and Cement. The localiza- 
tion of the manufacture of lime and 
cement is determined entirely by the 
means of transportation. The raw ma- 
terials, limestone, and clay, are almost 
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without value. The manufactured 
goods are very cheap because manufac- 
ture is quite simple; in France the prices 
of the sacks are almost always more 
than those of the lime or cement they 
contain. Therefore, the transportation 
rates must be very low, since these goods 
are, par excellence, heavy goods. It is 
therefore clear that this type of indus- 
try is badly located in the mountains. 
To be sure, the Alps, and especially the 
outer chains, the so-called Prealps, pos- 
sess many strata of various limestones, 
pure limestone and clayey limestone, 
aflording possibilities of manufactures, 
such as hydraulic lime and many varie- 
ties of cement. They can also supply a 
part of the coal needed in the industry. 
But the manufactured goods must be 
transported to great distances, and this 
condition keeps the Alpine factories at 
a disadvantage. 

But again electric water power inter- 
venes, giving to the Alpine cement and 
lime industry two offsetting advantages. 
The use of cheap water power allows 
the introduction of labor saving devices 
in the factories. For instance, a new 
factory in the mountains near Nice, 
using electric water power, employs only 
70 workers for a yearly production of 
80,000 tons, while an old factory nea: 
Marseilles, using only steam power, em- 
ploys 250 workers for the same produc- 
tion. 

The water power industry in the 
Alps, moreover, developed into one of 
the best customers of the lime and ce- 
ment industry. More and more lime 
and cement are needed for the building 
of dams and plants, for the lining of 
subterranean canals, and for the pipes 
descending to the turbines. The Cham- 
bon dam in the Romanche Valley, which 
is merely one of the projects now under 
construction, which will be of the “grav- 
ity” type, will absorb enormous quanti- 
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ties of the best artificial cement. It is 
largely because of this constantly in- 
creasing market that the cement and 
lime industry of the Alps can be pros- 
perous in spite of its otherwise unfavor- 
able location in the mountains. 

2. Jron and Steel Manufacture. A 
similar condition exists in the iron and 
steel industry of the French Alps, which 
comprises the various plants producing 
cast iron and steel, as well as a large 
variety of articles manufactured of iron. 
This industry is also unfavorably lo- 
cated in the interior of the Alps. Iron 
ore and pig iron must be transported 
from Lorraine and the north; coal of 
the right quality comes from the Loire 
basin, coke from northern France and 
even from the Ruhr region. Thus the 
raw materials become expensive because 
of transportation charges. The old Al- 
pine metallurgical industry disappeared 
almost entirely during the nineteenth 
century because of the impossibility of 
adapting itself to modern industrial con- 
ditions. Water power saved it, or, more 
exactly, revived it. 

Again, the fact that water power in- 
dustries need the final products of this 
industry enters in as a factor in its favor. 
This demand includes articles required 
in harnessing the waterfalls; screens at 
the beginning of the canals, flood gates 
to open or close the pipes, and espe- 
cially the pipes themselves; those of the 
Drac-Romanche plant are 19 feet in 
diameter. But of equal importance is 
the equipment of the plant itself, the 
turbines, alternators, and dynamos, and 
the line equipment, such as poles, wires, 
and transformers. With this market 
near at hand, the iron and steel industry 
has developed until now it is able to 
compete with more favorably located 
industries in the markets of France and 
of the world. The metallurgic plants of 
Grenoble not only sell to the Alpine 
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power plants, but also have extended 
their market to the Pyrenees, to the 
Central Massif, and to Spain, Algeria, 
and Morocco. Moreover, assisted by 
the inexpensive and abundant power, 
the industry has enlarged its line of 
products; today it makes farming tools, 
boilers, heating furnaces, stoves, and 
small machinery. Thanks to this de- 
velopment, the industry has grown to be 
one of the most important of the French 
Alps. 

3. Silk Weaving. In silk weaving, 
the influence of cheap power is even 
more direct. Silk weaving was for a 
long time an urban industry concen- 
trated in Lyons. After the beginning of 
the nineteenth century, and especially 
after the great strikes and riots of 1830 
and 1840, this industry began to install 
itself little by little in the country around 
Lyons and at some distance from the 
city, about 100 to 150 miles. The larg- 
est extension was toward the southeast, 
into the rich countries of the Lower 
Dauphine, which were densely popu- 
lated. It is interesting that in the silk 
region called the Lyons region, which 
contains Lyons and the surrounding 
country, nearly one-half the silk weav- 
ing is located in this southeastern coun- 
try outside Lyons. A small city such as 
Voiron, with only 12,000 inhabitants, 
possesses three more silk looms than 
Lyons itself. 

This industry was originally a home 
industry. Each worker wove at home 
on a hand loom and sent the manufac- 
tured goods to the Lyons business men. 
The modern tendency was to create 
larger and larger factories of up to 500 
or 600 looms. Difficulties had already 
arisen from lack of labor, for it was im- 
possible to find in one village a suf- 
ficient number of girls and women suit- 
able for work in the silk factory. In 
order to overcome this difficulty, the 


large factories built dormitories where 
female labor from the surrounding coun. 
try could live six days a week; large 
wagons or automobile busses took the 
girls and women to their own homes in 
the country every week-end, and brought 
them back every Monday. 

But the World War transformed all 
these conditions. The lack of men com. 
pelled the women to devote themselves 
to agricultural work and to abandon the 
factories. Moreover, the progress of 
agriculture since the end of the war and 
the prosperity of the peasants during the 
last 15 years had made the women more 
exacting. They were no longer willing 
to live in dormitories or to be carried in 
uncomfortable wagons. In consequence, 
the great factories no longer found suf- 
ficient labor. It became necessary to 
break up the large mills and to install 
small factories where available labor 
existed, proportioned to the supply of 
labor. The new type of silk weaving 
mills is a small factory containing only 
from 10 to 25 looms and employing 
only women of the close vicinity. The 
eight-hour day allows these women to 
continue to take care of their homes, 
and if necessary to work in the fields. 
The tendency is growing to install some 
looms in the homes, two or three looms 
in a single house, on which peasant men 
or women may work when their agricul- 
tural work permits it. 

For these home looms, as well as for 
the small factories, electric power 's 
essential; other forms of power are im- 
practicable. Power must be available 
at all times, for home looms must be 
ready for use at any time by day or by 
night. Electric power is more suitable 
than anything else for this purpose. 
The distribution net which connects the 
principal power plants makes it possible 
today to obtain the necessary power. 
We see, therefore, a curious retrogres- 





sion in 

try—th 
at the 

placed 

numer¢ 
be loca 
availab 
the rea 
though 
only di 
water | 
dustry, 





en a ee) ee on Se ee 





THE UTILIZATION OF WATER POWER IN FRANCE 187 


sion in the localization of the silk indus- 
try—the concentration in large factories 
at the end of the nineteenth century re- 
placed by a dispersion of the looms in 
numerous and small plants, in order to 
be located in the closest vicinity of the 
available labor; and in some instances, 
the reappearance of home industry, al- 
though with mechanical looms. Not 
only did this transformation, caused by 
water power, save the silk weaving in- 
dustry, but it even permitted a large de- 


velopment; from 1920 to 1927, the 
number of looms used increased by 20%. 

Thus the hydroelectric industry is 
today an essential element in the eco- 
nomic life of the French Alps. ‘‘White 
coal’’ permitted the French Alps, at the 
time when the difficulties of transporta- 
tion in the mountains threatened to re- 
duce activity, to keep its industries alive 
and to place them on a sound competi- 
tive basis. One might say that ‘white 
coal’ is the soul of this part of France. 











THE UNKNOWN QUANTITY IN 
MARKETING 


By A. T. POFFENBERGER 


I 


N THE attempt to solve the equa- 
| tion of business success, the human 

factor is consistently presented as 
the unknown quantity which balks its 
solution. The statement is frequently 
made that the public taste is fickle and 
that no one can predict what a human 
being will do. In fact, it has been as- 
serted recently that the whole basis of 
the economic system of profit and loss 
rests upon this unknowable factor. A 
few statements chosen from that splen- 
did book by W. T. Foster and W. 
Catchings entitled Profits will serve as 
an illustration of this point of view. 


Chief among these uncertainties [to which 
profits and losses are due] are those that are 
inherent in human nature. For, since the end 
of business enterprise is consumption, produc- 
tion is regulated by distribution; and distri- 
bution in turn is regulated by the flow of 
money through consumers’ markets. But the 
flow of money is directed and conditioned 
solely by the daily exercise of freedom of choice 
on the part of millions of consumers. What 
will these consumers want? How much will 
they buy at a given price? When will they 
buy? Where will they buy? Nobody can 
answer these questions in advance, partly be- 
cause nobody can foresee the vagaries of human 
nature. This uncertainty concerning the ways 
in which buyers will make use of their free- 
dom of choice is the chief risk of business. It 
is, therefore, chief among the causes of profit 
and loss. 

This uncertainty is due largely to three 
options enjoyed by the holder of money. He 
can decide when he will buy, what he will 
buy, and where he will buy. 


In an article in the J. Walter Thomp- 
son News Bulletin (July, 1926) where, 


under the title, “Consumers Decide,” 
these and other extracts are quoted, it 
is said that: “Some risks can neither be 
insured against, equalized, nor greatly 
diminished. They persist in spite of all 
precautions and must be reckoned with 
in any system of economics based on the 
profit principle. Chief among these are 
the risks due to the exercise of the con. 
sumer’s freedom of choice.” 

It is interesting to a psychologist to 
learn that, while the universe is fairly 
well reduced to law and order, in his 
own sphere of activity, human behavior, 
all appears to be chaos. The motions 
of the earth and sun and other heavenly 
bodies, even the behavior of comets, can 
be foreseen and predicted to the frac- 
tion of a second. The thunderbolt and 
the lightning have succumbed to law 
and are no longer the basis of super- 
stitious dread. What is apparently more 
fickle than the weather? And yet that 
can be predicted with a fair degree of 
accuracy, since its causes have been 
analyzed. Perhaps of all uncertain 
things, the “number of our days” is the 
most uncertain, but the actuary can pre- 
dict and does predict for populations 
just how many of any given age will 
die in any year or fraction of a yeat, 
and the prosperity of the insurance com- 
panies bears witness to his success. 

Is it true that the laws of cause and 
effect break down in the case of human 
behavior and that there, and nowhere 
else, is to be found freedom of choice 
and unpredictability? I wish to offer 
the suggestion that in this realm of n4- 
ture, as everywhere else, there is no effect 
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without a cause. That many of the 
causes are unknown will be granted, be- 
cause the science of experimental psy- 
chology is an infant compared to the 
other natural sciences. But that they 
are unknowable is an untenable view 
which will blind us to the need for re- 
search into human nature. To say that 
human action is unknowable smacks of 
the period wherein Jove cast the thun- 
derbolts, when the angry gods sent the 
pestilences and people prayed for rain. 

The concept of freedom of human 
choice in its older sense of unpredicta- 
bility has been dropped from the lan- 
guage of psychology many years ago, 
and the concept of law and order has 
taken its place. Nothing just happens, 
in the realm either of acts or ideas. 
Their causes can be discovered. Even 
the content of our dreams can be ac- 
counted-for by the process of analysis. 
This shift from superstition to law and 
order is evident in many lines of activ- 
ity. Modern education is directed at an 
orderly being who is to be prepared for 
some specific form of service. Modern 
criminology no longer treats the crimi- 
nal as a being endowed with freedom 
of choice, but as one who is the product 
of a series of determining influences, 
and it seeks, therefore, to control and 
direct these influences. Industry no 
longer looks upon accidents as unpre- 
ventable misfortunes, but seeks and 
finds their causes in overwork, over- 
strain, poor lighting, or the like, and 
proceeds to correct the unsatisfactory 
conditions. The church, too, has come 
to rely less upon sudden conversion and 
more upon the belief that thought and 
action follow definite laws, -that it is 
the slow bending of the twig that de- 
termines its course. As a consequence of 
this shift of attitude, emphasis is falling 
upon social clubs, Boy Scout companies, 
Camp Fire Girl organizations, to mold 





and determine character. Is it only in 
business and especially in the distribu- 
tion of goods that behavior is unknow- 
able? Is the individual really free in 
his choice of how, what, and where he 
shall buy? 

IT 


All business is conducted on the as- 
sumption that behavior is predictable. 
Making a business engagement, writing 
out a bill, signing a check, hiring a 
stenographer, these and a_ thousand 
other acts of daily business life rest 
upon the expectation of a predictable 
series of acts. Expectations of this sort 
have become such an established part of 
business intercourse that they are in | 
danger of being forgotten. But let 
something go wrong, let some new fac- 
tor be added to the causes of expected 
behavior, as when one greets a stranger 
in mistake for an old friend, because 
of some striking resemblance, and the 
resulting shock will show the strength 
of the expectation that a simple greet- 
ing carries with it. 

Law and order, or cause and effect, 
are, indeed, obvious in the cases just 
cited. They are in operation, however, 
just as much in the supposed vagaries 
and fickle acts of human beings, as for 
instance, in the sudden shift of taste 
from one toothpaste to another tooth- 
paste, from one soap to another soap, 
from one automobile to another auto- 
mobile, from one cigarette to another 
cigarette. It is not an accident, in the 
usual meaning of that term, that the 
American people have suddenly become 
afflicted with halitosis, or to express it 
more appropriately, have become “hali- 
tosis conscious.” These sudden shifts of 
interest have resulted from strokes of 
genius in the control of behavior, which 
are made possible by a recognition of 
the reign of law in human action. 
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Rapidly changing fads and fashions 
are not conclusive evidence that human 
nature is an unknowable quantity. On 
the contrary, they are the best evidence 
that human nature is a knowable quan- 
tity and is a known quantity to the 
clever few who “cash in’’ on the change. 
Not every producer or distributor is 
taken by surprise—there are some who 
spring the surprise. Not every business 
has suffered extinction from the recent 
changes in woman’s appearance. Shorter 
skirts mean less material in garments, 
but more and finer shoes and stockings; 
bobbed hair means fewer hairpins, but 
more hair cutting and hair curling. 
‘““‘What is one man’s meat is another 
man’s poison.”” And there is poison 
ahead for those who persist in the view 
that human behavior is unpredictable 
and who, consequently, make no effort 
to gain an insight into the peculiarities 
of human nature. 

It is true, indeed, that human wants 
are not static, and that they seem to 
shift more rapidly today than ever be- 
fore. As Earnest Elmo Calkins says 
in “Business has Wings” :! 


The manufacturer, whatever he may make, 
however basic and stable, however well en- 
trenched in the homes of the country, can no 
longer settle down and let things take their 
course. He must now hold himself ready to 
act and act quickly, interpret the signs, antici- 
pate the new attitude of the public, analyze 
each new invention or discovery for its effects, 
immediate or ultimate, on his own business. 
He must sleep like a fireman, fully dressed, 
ready to dash out at a moment’s notice. 


The emphasis here belongs not so much 
upon the “dash at the moment’s notice”’ 
as upon the anticipation of the effects 
of invention and discovery, of social 
and industrial evolution, and upon the 
prediction of what the new wants of 
human beings will be. 





* Atlantic Monthly, March, 1927. 


Il 


The study of human motivation has 
disclosed a number of fundamental 
needs or wants. They are not so limited 
in number and kind as the psychoan. 
alysts would have us believe, but they 
are as powerful forces in the motivation 
of behavior as psychoanalytic studies jn. 
dicate. Among them are the need for 
food and drink, for rest and comfort, 
for social intercourse, for the domina- 
tion over our own kind, and many 
others, which arise in the interaction 
among people. Although these needs or 
wants demand satisfaction, the exact 
means of satisfying them are not pre- 
scribed once for all by nature. It is the 
main function of advertising to demon- 
strate the means of satisfying them, that 
is, to show how a given commercial 
product will satisfy one or more of 
these needs. When the need to be satis- 
fied is a powerful one and when the ad- 
vertiser can show that his product will 
satisfy the need better than any com- 
peting product, its success will be as- 
sured. From a recognition of these facts, 
a transition is occurring in advertising, 
whereby emphasis shifts from the sale 
of articles to the sale of ‘‘satisfaction,” 
or, as it is more commonly called, “ser- 
vice.’ The actual commodity that is 
sold is merely the vehicle by way of 
which service is rendered or satisfaction 
is provided. Pelmanism and Listerine 
sell success in life, the Cadillac Motor 
Company sells distinction, the Simmons 
Bed Company and the American Radi- 
ator Company sell sociability and hosp'- 
tality, Pepsodent sells beauty and its 
consequences, Celotex sells comfort, and 
Camel cigarettes sell the joy of living. 
Thus have the knowable and known 
quantities in human nature contributed 
to successful marketing for those who 
know. 
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The following observations of a keen 
young woman illustrate the point dra- 


matically : 


Why will men try to argue me into pur- 
chasing when it’s so easy to flatter me into it? 
Do you think I want to buy your washing 
machine because it has the one perfect motor, 
the one efficient washing principle? That 
sounds like wheels and bolts and nuts to me 
and it rather bores me. But when you trans- 
late it into my language, I’ll listen. When 
vou tell me that by washing more quickly it 
gives me more time for the leisure I so richly 
deserve, I'll consider your mechanical improve- 
ments. When you say that it will save my 
youth and beauty—if you say it subtly enough 
—J’ll believe in your fine working principle. 

I may have my saner moments, when the 
sturdiness and economy of your product be- 
come the deciding factor, but generally speak- 
ing, if you tell me that your stockings will 
make my ankles slender, rather than that they 
will wear longer, if you assure me that your 
rugs are in 9734 percent of the homes on Park 
Avenue, if you reveal to me that by serving 
your baked beans, I save three hours a year 
for those lighter pursuits which are but my 
due, that by using your perfume I surround 
myself with worshipful admirers—if your ad- 
vertising has wings to lift me into the realm 
of heart’s desire—the chances are that you'll 
make a sale.* 


IV 


There can be scarcely any doubt of 
the fact that advertising plays an im- 
portant part in determining how funda- 
mental wants shall be satisfied. Hotch- 
kiss and Franken in their latest book® 
have shown the close relationship be- 
tween the dominance of a trade name 
in the mind of the public and the money 
spent for advertising, and the relation- 
ship between change in dominance over 
a few years and change in advertising 





i From Written after Hours (issued by Erwin, 
Vasey and Company, Ltd.), February, 1927. 


"The Measurement of Advertising Effects, New 
York, Harper and Brothers, 1927. 


“Harvard Business Review, October, 1925. 
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budgets. The relationship would be far 
closer if there could be a measure of 
quality to supplement the measure of 
quantity of advertising. Comparing re- 
sults obtained from their original study 
conducted in 1921 with those obtained 
in 1925, they say: ‘“The 1925 test, while 
it did indicate that changes occur, also 
indicated that these changes were com- 
paratively slow and occurred only for 
good causes. It seems probable that, 
except where these causes were opera- 
tive, the leaders in familiarity in 1921 
may hold approximately the same posi- 
tion now.” Such facts as these show 
that human thought can be predicted 
and within limits controlled by the ad- 
vertiser. If men in the near future take 
to wearing suspenders and whiskers, do 
not hastily conclude that human nature 
is a perverse and unknowable quantity, 
but look, rather, for the manufacturer 
of suspenders or the maker of pomades 
or celluloid combs, or his advertising 
agent, who is guiding human destiny! 

There is some danger that the adver- 
tiser does not fully appreciate the wide- 
spread and far-reaching effects of the 
publicity that he creates upon the direct- 
ing of human desires. These effects are 
not measurable alone in purchases of 
goods. Two brief quotations from ad- 
vertising literature will be suggestive: 


Americans have been educated to consume a 
wide variety of articles in tremendous quan- 
tities. Marketing methods with intensive sell- 
ing and convincing advertising have done this. 
; Undoubtedly, the characteristics of 
the American people have made the tremen- 
dous development of consumer markets possi- 
ble. The democratic spirit of the people, 
which is evidenced not only politically but in 
material ambitions, makes everyone desire 
what his neighbor has. Emulation has been of 
great aid to the stimulating force of advertis- 
ing and aggressive sales methods.‘ 


Also: 
If the poster appeals especially to one of the 
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upper classes, if such a term may be used, it 
would be hard to convince any advertising 
man that he was not also making converts 
from the lower ranks. For the state of any 
man’s pocketbook may keep him from getting 
the object he sees advertised, but it cannot kill 
his desire for it, and as soon as he does have 
the money he’s very apt to respond to the very 
fine posters he has seen.® 


Thus, in a world where all men are 
made neighbors through a multiplicity 
of easy and speedy means of communi- 
cation—the daily newspaper, the maga- 
zine, the motion picture, the automo- 
bile, and the advertisement-—emulation, 
which is a powerful motivating agent, is 
aroused as a stimulus to the purchase 
of goods. But at the same time that it 
is aroused, it is balked by the state of 
the pocketbook of the lower ranks. To 
be made to desire the good things of 
life in use around us—the automobiles, 
the clothes, the theaters, the fine restau- 
rants, the fancy dogs, and the like—and 
to lack the power to purchase them 
creates dissatisfaction with wages, with 
living conditions, and probably resent- 
ment against the ‘whole social order 
which makes such an apparently unequal 
distribution of the world’s goods pos- 
sible. To hold a bone before a hungry 
dog and then not let him have it may 
motivate an unexpected and _ serious 
form of response. And it should be re- 
membered that when one gets down to 
fundamental motives, dogs and humans 
are very much alike. 


V 


It appears, from what has been said, 
that in America there are two great 
educational forces, education proper, 
such as is represented by the public 
school system, and advertising. They 
resemble each other in at least two re- 
spects, namely, their widespread influ- 





*The Poster, December, 1925. 








ence in determining action, and the 
money spent upon them. There is prob. 
ably no family in the United States to. 
day that is not influenced by our public 
schools and by our advertising. As to 
the total expenditures of the two, no 
estimates are at hand, but the cost of 
one full-page advertisement in one of 
the great national advertising media 
would cover the budget of many a yil- 
lage school for a year. These two insti- 
tutions differ strikingly in one respect. 
Our educational system is built upon the 
beliefs that human behavior is predict 
able and controllable and that the native 
endowment of the child can be unfolded 
and developed in an orderly fashion. 
The whole machinery of education is 
directed toward the building of an An- 
erican character and culture. Advertis- 
ing, on the other hand, rests upon the 
expectation that behavior is an unknown 
quantity, a risk that must be allowed for 
but cannot be controlled. With many 
millions of dollars in our pockets, “we 
don’t know where we're going but we're 
on our way.” One can only guess what 
a profound change might follow the 
adoption of the principles of a sound 
educational psychology as the basis of 
advertising methods. 


VI 


The views expressed in the preceding 
pages may be summed up in a few 
words. Human behavior is not an un- 
knowable quantity and an uncontrollable 
quantity in marketing. That it is an un 
known quantity to all but the leaders, 
who are students of human nature 4s 
well as advertisers, and even to them in 
some instances, is doubtless true. For 
the scientific study of motivation is rela- 
tively new, and there is still much to be 
learned. To entrust the creation and 
direction of the desires of a hundred 
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million people to those who consider 
human behavior an unknowable quantity 
may lead to consequences entirely un- 
foreseen by them. The recognition of 
the fact that much is already known, 
the belief that what is unknown may be- 
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come known, and the direction of our 
efforts to solving the unknown, should 
be the attitude toward marketing prob- 
lems. The outstanding successes in the 
advertising world bear witness to the 
healthfulness of this policy. 














RENTS AND SALARIES IN NINETY- 


NE OF the problems that fre- 
quently faces business men is to 
determine what is a fair rent for 

an office or a fair salary for a particular 
job in a particular city. It is generally 
known that variations exist from city 


Taste I. 


SIX CITIES 


By HENRY E. NILES 


RENT PER SQUARE Foot AND MoNnTHLY SALARIES 
As reported by general agencies and branch offices in cities in the United States and 
Canada. Figures are based upon actual conditions in the 


Spring or Summer of 1927 


to city and that in the larger cities the 
rents and salaries are usually higher 
than in the smaller cities. But how much 
higher they are has usually been a mat. 
ter of guesswork. 

For the last two years the Life In. 
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Strate anp City 
P Typist or 
Average 25% Pay | 25% Pay | No.of | Cashiers Chief Stenog- | Routine 
ver nder Agencies Clerks raphers erk 
Untrep States 
United States one a mean ie waco oreied $2.16 964 $150 $115 $ 08 $ 82 oipasee 
Alabama.......... irmingham. ... 2.20 $2.29 $2.01 10 175 147 84 aes North Ca 
Montgomery... . 1.56 oak anes 5 ok ase 
eee Little Rock..... 2.03 “Kaa ine 7 163 133 
a ey Los Angeles..... 2.54 3.02 2.34 20 171 140 | 104 | 9  £=d<m  OUhno..... 
San Francisco... 2.40 2.74 2.18 21 175 135 
SS eee 2.73 rey aul 6 ays ea 
GteseOs.....ociccce oS ae 1.66 1.99 1.50 20 137 125 
Connecticut....... Hartford....... 2.42 2.76 2.12 13 147 130 Oklahom: 
ew Haven..... 2.18 aah ene 5 aie ‘pid Oregon. .. 
Delaware.......... Wilmington.... . 1.87 * oe 5 ke Fe Pennsylv 
District of Columbia .Washington. .... 2.10 2.23 1.85 14 150 100 
ERE Jacksonville... . 2.10 baa Pe 6 174 a 
Se Sere 2.30 2.49 1.81 15 175 IIs 
cs eer Chicage........ 3.55 3.84 2.95 33 202 140 
a Sea 1.61 1.70 1.29 II 105 Py Rhode Ist 
Ws 46006045 1.45 ei ee 7 125 R th Ca 
Rockford....... 1.68 oath cane 5 site ee South Da 
eS eee Indianapolis. . 2.12 2.46 1.60 16 172 119 1 uth Va 
NOL stots vices canta Cedar Rapids. 1.66 each nate 5 en rae Canesset 
Davenport...... 1.76 2.14 1.18 II 122 ae: 
s Moines..... 1.94 2.22 1.87 18 156 118 T 
Sioux City...... 1.77 1.94 1.46 9 102 oe AMS... 
Waterloo....... 1.60 eee: ices 5 117 at te 
eee NY Cee 1.88 o ean stated 6 163 nes 
Rn i céoteu 2.05 inti gee 5 Pa eae Utah 
Kentucky......... Louisville....... 2.18 2.31 2.11 14 147 112 Virginia... 
Louisiana.......... ew Orleans. . 1.80 on re 5 189 ay aio ve Wathing ' 
DR co wccccanal Portland....... 1.52 1.68 1.20 12 120 87 eee mae 
Maryland......... Baltimore... ... 2.57 2.73 2.26 20 150 115 West Vir 
Massachusetts. .... Boston......... 3.08 3.39 2.66 22 175 115 hon 
Springfield...... 2.18 2.30 1.78 12 126 123 ' 
— orcester...... 2.00 2 - 1.90 12 135 101 
Michigan.......... OS See 2.77 3. 2.52 29 183 122 Cimeities 
Grand Rapids. 2.57 2.68 2.43 10 128 abe on 
Minnesota......... a ke RES 1.48 Path euch 7 cae cot re 
inneapolis 2.14 2.47 1.90 20 143 105 ey 
St. Pat Keene 2.0. 2.10 1.80 18 135 98 er 
a } ag om City.. 2.3 2.78 2 7 23 150 112 
Seer 2.09 2.43 1.83 20 220 110 N 
Nebraska.......... Lincoln. ....... 1.55 ‘as cose 6 142 ees yal 
SR ciated 2.37 2.59 1.98 19 131 128 Ontario 
New Hampshire.... Manchester... . . 1.96 wales ren 6 Pre ai r 
New ered Sea. Sere 3.02 3.44 2.75 12 144 115 
ee Albany......... 2.45 3.00 1.72 12 150 119 
Brooklyn....... 2.53 aii aaa 5 end ae 
SSA: 2.42 3.00 2.07 14 150 117 Quebec... 
New York City 3.06 3.51 2.53 27 190 138 , 
Rochester...... 2.06 2.26 1.94 14 I 108 Saskatche 
Syracuse....... 2.32 2.44 2.18 13 I 117 
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surance Sales Research Bureau has sup- since the practical problem before the 
plied its members with figures which Bureau’s members is what to pay for 
make possible a quantitative comparison space suitable for a life insurance 
of rents paid in different cities for space agency, these figures are really of more 
used for the same purpose. No com- value than would be figures of rents for 
parison is made between the rents of exactly similar space. 

exactly similar space in different cities Figures of average salaries were also 
because it is impossible to determine obtained. Since jobs could not be de- 


er Pd ; 
what constitutes exactly similar space. fined accurately and since larger agen- 


























ch . : il : 
at: However, this difficulty can be avoided cies usually pay more for a similar job 
by comparing in different cities the rents than small agencies, a table of adjust- 
ne actually paid by life insurance agencies ment was worked out, showing the 
for space for the same kind of use, and, amount by which average salaries 
TasB_e I (Continued). RENT PER SQUARE Foot AND MONTHLY SALARIES 
As reported by general agencies and branch offices in cities in the United States and 
Canada. Figures are based upon actual conditions in the 
= Spring or Summer of 1927. 
-— Rent Per Square Foor Sacaries Per Mont (Averages) 
4 Srate ano City 
: Typist or 
ome Average 25% Pay | 25% Pay No. of | Cashiers Chief Stenog- outine 
ver nder Agencies Clerks raphers Clerk 
North Carolina..... Charlotte....... $1.74 mPa jude 7 $175 seek oe 
ania Boule Viaeeae 2-0 $2.38 $1.56 . ~ $105 $100 
ere Dakete.....Mbasassenan 4 hows eaten eee an ose 
| eee Cincinnati...... 2.40 2.59 2.25 18 161 152 100 75 
Cleveland. ..... 2.36 2.95 2.20 20 167 116 102 90 
oe eee 2. 2.72 1.64 16 155 III — 81 
Ms hs Ried 2. 2. 2.22 12 I 120 I > kas 
Oklahoma......... Oklahoma City.. 2.26 7 1.68 13 I ; 128 100 91 
ao rere? may keene 5 = 2.11 1.67 19 +4 105 95 81 
BRS YEVARER .. . 0 oo oe MMe 0 66066008 . eoce eevee eee eee eee 
Harrisburg... .. 2.31 ata cine 7 130 nai ri each 
Philadelphia. . .. 2.76 3.60 2.29 16 175 118 98 95 
——— is ov 3-9 3.51 2.59 . 180 140 92 80 
OOTMEE. 06 sac 0 ‘ a ean soe eee 
Scranton....... 2.14 ore waa 5 140 Dicks ae 
Rhode Island. ..... Providence. .... 2.30 2.50 2.00 12 128 III 72 
South Carolina..... Columbia....... 1.87 siosien re 5 118 me hod 
South Dakota...... Sioux Falls. .... 1.30 one ate 7 108 
Tennessee. ........ Chattanooga... . 1.82 caine eae ij 147 ad ha 
Memphis....... 1.92 2.33 1.60 II 150 125 102 sive 
t Nashville....... 2.03 2.34 1.75 14 150 125 101 78 
ee sag at oy 2.62 2.15 H 160 din 107 dan 
or ortn..... .02 eeee eove eee eee eee 
Houston........ 2.46 aves idee 5 135 
: San Antonio. ... 1.71 2.12 1.51 9 165 100 ‘a6 
ncccteskaaaal Salt Lake City 1.94 2.31 1.20 10 143 90 74 
OO Richmond i 1.39 1.98 1.33 12 135 132 83 
Washington........§ RRA : : "8 
g Baa ms Menaee te 4 :- 2.49 1.90 20 150 110 90 78 
Wer Viele...) Sie Pc | ge oe ee oe eu ae ae 
Wisconsin. ........ Milwaukee. .... 2.06 2.15 1.90 10 175 145 94 73 
, CANADA 
Canadien er eee 1.64 sets ewes 144 150 100 80 71 
f Dinnschatat Calenty RE I = 1.94 1.53 10 155 99 86 eas 
British Columbia... Vancouver...” ; 54 4 ; = 4 14 110 as 
Manitoba... .. Brandon... .... ; ; : 
-»+-Brandon....... 1.52 bead vems 7 125 oa 77 tee 
New Srunewich bes hi TANNER - 2.02 1.61 * = 9s 80 71 
Nova Scotia..../<[Halifax..--..0..) 1. a 6 | tka ° ie aie 
NMED. «oc acvode Hamilton....... I a eit 7 128 = be 
ondon........ 1.04 1.35 80 9 132 86 77 
a peedeoed 1.74 eae 8 142 eat etm 
— eewanns ae 2.68 1.74 175 117 81 72 
OE Montreal....... 2.28 2.56 2.14 12 200 136 ‘bo 66 
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Saskatchewan...... ndanecks 1.82 1.98 1.54 10 162 90 86 73 
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should be modified according to the size 
of the agency. 

The average rate of rent per square 
foot for life insurance agencies in all 
parts of the United States was found to 
be $2.16. The highest rentals were 
those paid in Chicago, Boston, and New 
York, with averages of $3.55, $3.08, 
and $3.06 respectively. 

The average salary for cashiers in all 
reporting United States agencies was 
$150; for chief clerks, $115; for stenog- 
raphers, $98; and for routine clerks or 
typists, $82. The considerable depar- 
ture from these averages from city to 
city is shown in Table I. 

The average figures which are pre- 
sented in Table I were not considered a 
standard which ought to be paid in a 
particular city in all agencies. They 
were merely presented to show what 
actually was being paid in the reporting 
agencies, so that they might serve as a 
guide in the solution of any particular 
problem. Special conditions have often 
justified expenses much above or below 
the average, but a knowledge of the 
average in the past year often helped 
life insurance men in forming intelligent 
decisions. For this reason the Bureau 
repeated and expanded its study in 1927 
along the lines of a similar study made 
in 1926. 

The data included in this study were 
procured from over eleven hundred 
agencies through the cooperation of 54 
home offices of life insurance companies. 
In many cases, the home office had the 
local managers report their figures di- 
rectly to the Bureau. Unless at least 
five reports were received from a city, 
none of them were used, as the average 
based on less than five reports would 
often be misleading. The median was 
selected as the most satisfactory form 
of average because the distribution of 


the rates of rents and salaries was jn 
most cases positively skewed. 


Rents 


The many factors which affect the 
rent per square foot for individual 
agencies are concealed to some extent 
in the average given. The class of 
building, its location and general condi- 
tion, the type of space occupied in the 
building, the terms of the lease, its date 
and duration, are some of the factors 
causing difference in rentals. In 1926, 
data were obtained from the reporting 
agencies on all of these subjects, but no 
satisfactory statistical measure of the 
importance of any one of these factors 
could be found. 

Although the factors just mentioned 
are not directly considered in the table, 
their effect can be judged from the fig- 
ures following the average. These two 
figures are the upper and lower quartiles 
which mark the limits of the rentals 
paid by the middle 50% of the agencies 
reporting. Above the high figure are 
the rents paid by 25% of the agencies, 
while another 25% pay rents below the 
low figure. These figures are given 
only when there were nine or more re- 
ports from the city, as conclusions based 
on fewer reports might be misleading. 


Salaries 


Salaries were asked for four classes 


of employees as follows: 

1. Cashier—One whose time is devoted 
mainly to collections, accounting, and other 
office details. 

2. Chief Clerk—One whose time may be 
devoted in part to collections, accounting, ¢tt., 
but who also devotes some time to stenography 
or other clerical work. 

3. Stenographer—One whose time is d¢- 
voted almost entirely to stenography and filing. 

4. Typist or Routine Clerk—One whose 
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time is devoted mainly to typing, filing, or 
other routine work. 

The above definitions are not very 
rigid, but it is not believed that the er- 
rors which probably occur in a few cases 
would have much effect upon the aver- 
age figures. When several salaries were 
given for the cashier, it was assumed 
that all but the highest one were for 
employees in the cashier’s department, 


- and the highest salary was used as that 


of the cashier. Only average figures are 
given for salaries, as in most cases the 
available data would not justify further 


refinements. 


Adjustment of Salaries According to 
the Size of the Agency 


In addition to the variations in sala- 
ries from place to place, there is a wide 
variation in salaries of cashiers and 
chief clerks in agencies of different sizes. 
In general, the larger the size of the 
agency, the more responsible is the work 
and the higher is the salary paid to the 
cashier and the chief clerk. However, 
there is no important difference between 
large and small agencies in the salaries 
which they pay to stenographers or to 
routine clerks and typists. 

Table II gives figures which enable 
one to adjust the averages given for any 
particular city in Table I. All the 
reports were divided into two groups 
according to whether they came from 
cities of 500,000 or more, or from 
smaller places. The average salary of 


cashiers in the first group was found, | 


and then this group was divided into 
smaller units, depending upon the num- 
ber of employees in the agency (not 
counting the selling force of agents or 
supervisors). Group averages were then 
obtained which were found to vary 
somewhat from the general averages 
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Tasie II. Group AVERAGES OF SALARIES ACCORDING 
To S1zEs oF AGENCIES 











CiITIEs oF CITIES UNDER 500,000 
No. or PopuLaTION OR More PoPpuLATION 
EMPLOYEES 
In AGENCY 
Cashiers |Chief Clerks} Cashiers [Chief Clerks 
I 9% 86% 1% 95% 
2 3 72 97 82 
3 90 83 104 93 
4 100 102 III 95 
5-10 109 I 139 123 
II and over 129 12 176 141 

















shown in the table. For instance, agen- 
cies with one employee were found to 
pay only 59% of the salary paid by 
the average agency in cities of 500,000 
or over, whereas agencies with eleven 
or more employees paid their cashiers 
129% of the average. 

By assuming that the percentage 
variation in salaries due to the size of 
the agency is approximately the same in 
each city, adjustments can be made to 
show average salaries for agencies of 
a particular size in a particular city. 
Table II shows what the percentage ad- 
justment should be for agencies of each 
size. For example, according to Table 
II, the average salary for a cashier in 
Boston, a city of over 500,000, is $175 
per month. To get an adjusted figure 
for one-employee agencies, that is, for 
those with only the cashier, take 59% 
of $175, which is $103. For agencies 
with eleven or more employees the ad- 
justed figure is 129% of $175, or $226. 

In a similar manner adjustment may 
be made for cashiers and chief clerks in 
smaller cities. It will be seen that a 
chief clerk’s salary in a two-employee 
agency is generally less than if there is 
only one employee in the agency. This 
is probably due to the fact that the 
“chief clerk” of a one-employee agency 
becomes the “cashier” when a second 
employee is hired, and the second one is 
called a ‘‘chief clerk.” 











COMMERCIAL AIR TRANSPORT 


By HIRAM L. JOME 


HOUGH there may be disagree- 

ment as to their practical value, 

there is no doubt that the recent 
spectacular series of long distance 
flights has aroused interest in commer- 
cial aviation. In any study of the de- 
velopment of commercial aviation it 
must be recognized that the airplane 
must compete with as well as supple- 
ment older agencies of transportation. 
Among forms of transportation it is not 
alone in being forced to overcome popu- 
lar antagonism and scientific inertia, but 
this skepticism on the part of the public 
is a distinct obstacle to the development 
of the airplane. The railroad, the 
steamship, and the automobile were 
sources of revenue long before they 
reached their present high state of tech- 
nical efficiency. Because the public de- 
mands safety, airplane perfection ap- 
pears to be required in advance of public 
patronage, a fact which requires any 
individual in the airplane business to 
assume large risks of loss for the sake 
of a possible future profit. In many 
cases it has appeared that the future de- 
velopment of commercial aviation must 
depend upon public subsidies. 

In spite of this handicap, reports 
from different parts of the world reveal 
a rapid growth of air transport opera- 
tions. Almost 10,000,000 miles were 
flown in 1924—a figure which was ex- 
ceeded in 1925 by Europe alone. 
Though complete data for 1926 are not 
available, the world total seemed to be 
at least 18,000,000 miles. No reliable 
world figures are available as to non- 
scheduled civil and commercial activi- 
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ties, but according to the Department of 
Commerce figures, the mileage of 58; 
American air service operators in 1926 
was 18,746,640. Although the govern. 
ment figures seem to be rather liberal, it 
is improbable that the United States js 
surpassed by any country in this phase 
of aviation. 

In some phases of scheduled opera- 
tions we appear also to hold the lead, 
while in others we lag. Table I presents 
a comparison of scheduled air activities 
in several European countries and the 
United States for 1926. 

There are between 3,500 and 5,000 
civil and commercial planes in the 
United States today, as compared with 
perhaps 300 in Germany. According to 
the Census of Manufactures, 1,186 air- 
planes and seaplanes valued at $8,871,- 
027, or $7,479 each, were manufactured 
in 1926, as compared with 587 valued 
at $7,737,000, or $13,180 each, in 
1923. The average value in 1925 was 
$8,458. These figures reveal a lowering 
of costs and a tendency toward the mak- 
ing of aircraft for the use of the general 
public. 
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I. International Aviation 


International aviation presents a num- 
ber of important and significant charac- 
teristics. 

1. In the first place, most nations, in 
addition to their emphasis on internal 
traffic, regard the airplane as a means of ~~ 


Economi 
si 


Unite 
Gern 
Grea 
Fran 





1 Aviation, November 29, 1926. This is an esti- tIn 
mate of the United States Department of Commerce. ial $T 


See also European Economic and Political Survey, 
July 15, 1927. 
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maintaining and extending their com- 
mercial or political influence and con- 
trol. So Great Britain is encouraging 
international experimental flights, is con- 
structing a route between Cairo and 
Cape Town, is maintaining air connec- 
tions between Cairo and Karachi,? and 
is planning lines to connect London with 
Hongkong, Malta, India, Egypt, Can- 
ada, and Australia. 

Eager to maintain her influence in 
Northern Africa, France has established 
the Compagnie Général d’Enterprises 
Aéronautiques, or ‘“‘Latécoére Lines,” 
which operate the routes from France 
across the Mediterranean as far as 
Dakar, and plans to extend them to 
Buenos Aires* through cooperation with 
a South American subsidiary. She is 
also maintaining a service with the Bal- 
kan countries and Turkey, and her com- 
panies hope, in cooperation with the 
British, to extend their route to Bagdad. 
A new meaning is given to the old 
term “peaceful penetration” through 
Germany’s aviation activities, such as 


*The Bazra to Karachi service is temporarily 
suspended. 

*A broken air-water line. 

*On account of the relative ease of starting and 
abandoning, the number of lines varies greatly from 
season to season. The length of the German air- 
ways varied in 1926 from about 8,000 to 20,400 kilo- 
meters. 
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the planned fifty-hour service to Vladi- 
vostock, her monopoly in Persia, the nu- 
merous projects in South America, and 
her sixty-odd lines* radiating to all parts 
of Europe and other sections of the 
world. 

Similar developments have taken 
place in Spain, Italy, Soviet Russia, Bel- 
gium, and Holland. By means of the 
airplane the United States is strengthen- 
ing her connections with Hawaii, the 
Philippines, and Central and South 
America. Americans, like others, are 
employing the airplane in their explora- 
tion of unknown regions, and regard it 
as a means of national defense. “The 
proper development of the aeronautical 
industry is essential to our national de- 
fense.’’ 

2. The Subsidy. In view of the above 
consideration, practically all nations are 
resorting to the use of the subsidy. The 
subsidy, it must be recognized, has been 
a common factor in the development of 
the older means of transportation. The 
American federal and local governments 





Statement of President Coolidge in a recent 
budget message. The testimony given before the 
Select Committee of Inquiry into Operations of the 
United States Air Forces in 1925 reveals a pro- 
nounced emphasis on this phase of commercial avia- 
tion in this country. The hearings of this commit- 
tee are published in six volumes, which will be re- 
ferred to as “Select Committee.” 


TasLe I. Comparison oF Arr ACTIVITIES IN THREE EUROPEAN COUNTRIES 
AND THE UNITED STATES, 1926 














Country Miles of Plane Mailf Goods Pass- 
Airways* Miles (pounds) (pounds) engers 
United eee 9,474T 4,475,000 810,855 1,733,090 5,782 
Germany Pere Pre eS 11,003 3,807,000 664,400 1,413,500 56,268 
Geont Delta... ...ccecscanes 1,105 865,000 § 18,463 
PRMROR.. . «0550s naan 7,419 3)229,000 1,308,831 2,349,356 18,861 




























Economic and Political Survey, July 15, 1927. 


Data from Aeronautics Branch, Bureau of Foreign and Domestic Commerce, Department of Commerce, and from European 


* This is a fluctuating figure, because of the ready opening and abandonment of lines. 
t In this figure the writer counted the Chicago-New York airway twice, as there are, in effect, two airways. 
t Though these items are approximately comparable, each absolute figure contains some duplication. For instance, 85% of 


the United States contract air mail was also carried on the government routes. 







§ Separate figures not available. 
countries in total cargo and mail carried. 


_The cargo and mail aggregated 757 tons. Great Britain, therefore, comes last of the four 
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have given the railroads an amount of 
land equal to the area of Texas and 
Pennsylvania, while states and cities 
guaranteed or assumed the bonds of fa- 
vored railroads and canals. The govern- 
ments of continental Europe, realizing 
that railroads and waterways are of 
military as well as of commercial value, 
encouraged their construction, either by 
undertaking it themselves or by grant- 
ing subsidies to private companies. 
These subsidies took the form of dona- 
tions of property, capital subscriptions, 
covering of deficits, the guaranteeing of 
interest, and occasionally of the princi- 
pal, of bonds, and the payment of divi- 
dends on stock. English railroads, on 
the other hand, were developed without 
the aid of the subsidy. 

The World War left its legacy of de- 
pressed business, limited capital, timid 
investors, self-centered governments, 
and—the military airplane. The air- 
plane was regarded as a_ valuable 
weapon of war. The cessation of hos- 
tilities and the need for economy neces- 
sitated a retrenchment of the military 
program, but several countries hit upon 
the device of developing commercial air 
transport so as to have a potential mili- 
tary weapon. Since private initiative 
was not ready to support fully this new 
and experimental business, governments 
assumed the lead. 

International rivalry often forces a 
country to grant subsidies. A country 
faces the alternative of subsidizing avia- 
tion or of developing no commercial 
aviation and seeing its territory criss- 
crossed by the planes of foreign com- 
panies. This dilemma drove Austria to 
the aid of her domestic air services. 





® Data gathered from official British figures in the 
Annual Reports of the Air Ministry and from re- 
ports transmitted by consular officials to the Depart- 
ment of Commerce and either published in Com- 
merce Reports or Foreign Aeronautical News, or 
made available to the author on request. 


Since the amount and donations of 
the various subsidies are constantly 
changing, it is almost useless to enumer. 
ate even the main facts regarding the 
important nations. To illustrate the na. 
ture and extent of the subsidy, the im. 
portant facts for a few countries will be 
given.* The figures, except as otherwise 
noted, refer to grants by the central 
governments only, and do not include 
the numerous types of direct aid given 
by cities, either in the form of money or 
in the form of privileges.? 

France. The air transport companies 
received in 1926 a total of 60,500,000 
francs. On account of the extension of 
routes, this was increased to 78,650, 
ooo francs for 1927. France spends 
169,211,240 francs for civil aviation. 
The government is planning during 1928 
to spend about 195,000,000 francs, of 
which 91,000,000 is to take the form of 
premiums and subsidies. 

Germany. The central government 
spent 27,100,000 reichsmarks for com- 
mercial aviation in 1926. This total 
includes 8,370,000 reichsmarks for sub- 
sidies and 5,300,000 for scientific re- 
search. In addition, subsidies, both 
direct and indirect, are given by the state 
and city governments. The total subsi- 
dies are estimated at 87,140,000 reichs- 
marks for 1926. Federal direct subsi- 
dies, amounting to an average of 2 
marks every plane kilometer, cover 
about 69% of the operating costs. 

Great Britain. The government has 
agreed to subsidize the Imperial Air- 
ways to the amount of 1,000,000 pounds 
over a period of ten years. The goverr- 
ment spends 476,467 pounds annually 
for civil aviation, including 180,000 





7For instance, of the total subsidy paid to the 
lines operating out of Frankfort, that city pays 
28.7%. Foreign Aeronautical News, May 27, 1927. 
In Germany international lines are usually subsi- 
dized by the Reich, internal lines by the states oF 
cities. 
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pounds for subsidies for both the Euro- 
pean and the Egypt-India services. To 
earn the former subsidy the Imperial 
Airways planes must fly 425,000,000 
horsepower miles. In 1926 the planes 
covered 549,000,000 horsepower miles. 
For purposes of calculation, every mile 
own by a marine air craft counts as 1% 
miles. The annual subsidy payment for 
the European services is to decrease 
from year to year, with the idea that at 
the end of the ten-year period the com- 
pany will be self-supporting. For the 
Cairo-Karachi service the subsidy, which 
is in addition to the 1,000,000 pounds, 
is a stipulated sum per flight. 

The Netherlands. During the first 
three years of operation of the K.L.M. 
the Dutch government paid two-thirds 
of the net operating loss, amounting to 
a total for the period of 833,000 florins. 
From 1923 to 1926, loans without in- 
terest were granted to the company, 
these aggregating 1,400,000 florins. A 
law was recently enacted whereby the 
government is to provide a subsidy of 
2,800,000 florins over a period of seven 
years beginning July 1, 1927. In 1934 
the company hopes to be self-supporting. 

The United States. Though the 
United States is usually cited as a non- 
subsidizing nation, we have in reality 
been granting a direct subsidy exceeded 
only by those of France and Germany. 
The Federal Government sold Liberty 
engines at reduced rates. The Post 
Office Department has developed the air 
mail at a loss, the difference between the 
expenditures and the receipts in 1926, 
for instance, being $1,567,000.8 

The United States could have adopted 
either of two policies in regard to the 
development of the air mail as a basis 
for the subsequent private commercial 
aviation: 


8c ; , 
See discussion of costs, p. 213. 
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1. Operate the air mail at a loss. 
2. Let private companies carry the mail 
at a loss or at an excessive rate. 


We chose. at first the former, most 
other nations selected the second, and 
recently we have also adopted the latter 
method. 

In addition to the direct subsidy, the 
governments of all nations interested in 
commercial aviation are granting in- 
direct aid. These include meteorological 
service and weather maps, wireless and 
telegraph connections, beacons, and 
other guides to navigation similar to 
those given to ships at sea. Private en- 
terprise also aids substantially in re- 
search and scientific development. For 
this purpose Germany spends more than 
five million marks a year. Only two- 
fifths of Great Britain’s and less than 
one-half of France’s civil aviation bud- 
get are for operation subsidies. The 
listed expenses of the United States Air 
Mail include only a part of the cost of 
research and commercial and fixed ex- 
penses. 

The direct subsidy is computed in va- 
rious ways. In some countries, as in 
Sweden, Italy, Germany, and Australia, 
a stipulated sum is paid per kilometer or 
mile flown; in others, certain definite re- 
quirements must be met, such as the 
attainment of a certain number of horse- 
power miles, as in Great Britain, or the 
carrying of a certain amount of mail, as 
in Germany, Italy, and Argentina; in a 
few instances the subsidy takes the form 
of payment of operating expenses or 
deficits up to a certain maximum, as in 
Belgium, France, Russia, and originally 
in Holland; in others, a_ stipulated 
amount per flight is granted, as in the 
case of the Cairo-Karachi service of the 
Imperial Airways and the proposed 
Seville-Buenos Aires route; in Holland, 
the subsidy for a time took the form of a 
loan without interest to be repaid when 
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commercial aviation is placed on an eco- 
nomic basis. In Colombia and Canada 
the subsidy, if such it may be styled, con- 
sists of the issuance of special air mail 
postage stamps by or for the benefit of 
the private companies; in several coun- 
tries the subsidy involves other direct aid 
in addition to money payments, such as 
free fuel (Poland), exemption from cer- 
tain taxes (Italy), and support of light 
airplane clubs (United Kingdom and 
Australia). 

3. The Effects of the Subsidy. Does 
the subsidy tend to pauperize the indus- 
try? Will it make the people so accus- 
tomed to the relatively low rates (in 
general equal to the railroad fare first 
class and in some cases less) that they 
will object to a subsequent increase? 
Will the private managers become so de- 
pendent on public aid that they will con- 
tinue to appeal to the government for 
aid, especially in times of financial 
stress? 

There is ample evidence concerning 
the effects of the subsidy. In France the 
subsidy includes a purchasing premium, 


amounting generally to half the cost of 
the equipment; a route premium in pro. 
portion to the distance flown, increasing 
with the size of the airplanes employed: 
a payment in accordance with the pay. 
load carried; and an extra premium jf 
the company incurs a deficit, which can. 
not be more than one-third to one-half 
the route premium, depending on 
whether the subsidy contract is for one 
or ten years.® According to this prin. 
ciple, the Air Union receives 15.75 
francs per kilometer flown with Go. 
liaths, a large machine, and 7 francs for 
each kilometer flown with Breguets or 
Spads, smaller machines, and in addi- 
tion 1.75 francs per kilometer for each 
200 kilograms of useful load capacity in 
flight. The use of large planes is there- 
by encouraged; eleven out of a total of 
sixteen biplanes operated by the Air 
Union in 1925 were Goliaths. The 
French company operating out of Paris 





® Commerce Reports, December 21, 1925, and Re- 
port 336 M, Transportation Division, Bureau of 
Foreign and Domestic Commerce. Profits are to be 
divided 40% to the company, 60% to the govern- 
ment. 









































Tase II. European Arr SupsiIDIEs 
Cost PRICE PER Receipts | Subsidy 
—w Ton KILOMETER r Ton r Ton 
: * : ilometer ilometer 
Company Line oan Available |Transported| Transported] Transported 
(francs) (francs) | ( francs) (francs) 
Air Union.......... Paris-London 69% 15.93 23.11 11.47 19.68 
Société Générale de 
Transports Aériens Paris-Brussels- 
, Amsterdam 50 17.54 35.22 9.97 29.75 
Compagnie Interna- 
tional de Navigation 
Aérienne......... Paris-Bucarest- 
; ; Prague-Warsaw 35 35.83 102.69 10.77 82.71 
Compagnie Générale 
d’Enterprises Aéro- 
nautiques......... Six lines or routes, 
France-Northern Africa, 
as far as Dakart 38 31.99 66.38 13.79 50.47 
Aeronavalet ........ Antibes-Ajaccio 62 83.77 134.36 8.86 119.01 
Ton kilometers actually transported 
* Commercial return = xX 100. 
Ton kilometers available 
t This was before the merger of the Aeronavale with the Air Union. 
t The figures given are the simple arithmetic averages of all six lines. 
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of ¢o Holland and Belgium made use of 8 which are averaged by the writer in the 
0. biplanes, all Goliaths.*° ** table, the lowest return was on the 
ing Is it advisable for an aviation com- Algiers-Alicante line, on which only 8% 
ed; pany to employ large and powerful of the available capacity was used.’ 
ay- planes? This question would be an- The summary profit and loss account for 
if swered in the affirmative were it not for the year 1925 (Table III) shows the 
> the fact that the commercial planes of dependence of the French aviation com- 
alf France, as well as of practically every panies upon the subsidy. It will be noted 
= other country, run only at part capacity. that the subsidies are more than half of 
ne A report made in 1926 to the French the gross receipts. 
n- Parliament in connection with the bud- The 1925 income account of the 
75 get message of the Undersecretary of Paris-Eastern European routes shows 
+ Aeronautics reveals the startling fact total credits of 22,052,835 francs. Of 
at that during the first three-quarters ofthe this amount, 17,221,692 francs is for 
“ year 1925, the French planes were subsidies, mostly from France, but some 
di loaded to only about 50% of their ca- also from Czechoslovakia, Poland, Rou- 
ch pacity.!2 Some of the figures extracted mania, Serbia, and Switzerland. Traffic 
= from this report are given in Table II. receipts are 871,889 francs, and the loss 
” It is apparent from this table that for the year is 3,812,336 francs. 
of some of the companies are more pros- The traffic experience of French avia- 
= perous than others. The commercial tion represents the general rule. Air- 
he return on the Paris-London route was craft from many nations, including 
” 69%. The lowest record was 35% on Great Britain, France, Holland, and 
e- the Paris-Eastern European lines. If Belgium, arrive at and depart from the 
of the separate sections of the Latécoére Croyden Airdrome near London. Table 
> company are considered, figures for IV shows the traffic between Great 
© Report 207,250 of Transportation Division, Bu- 12 Report 40,548, furnished to the writer by the 
reau of Foreign and Domestic Commerce. Transportation Division, Bureau of Foreign and 
1A subsidy in proportion to the distance flown Domestic Commerce. 
= also has its disadvantages. For one year Great 13 Later returns substantiate this table. According 
Britain paid a certain sum to Imperial Airways if to reports for the entire year 1925, the total avail- 
the annual minimum distance flown was 1,000,000 able carrying space of French commercial lines was 
f miles. This system also placed a premium on the 2,335,526 ton kilometers, of which only 517 was 
use of the small plane. In 1925 the agreement used. During the first half of 1926, “the lines car- 


between the government and the company was_ ried 546,635 ton kilometers, as compared with a total 

a changed so as to require a “new composite mini- available capacity of 1,174,295 ton kilometers—a 
mum” of 425,000,000 horsepower miles. Thus the commercial return of 46%.” Foreign Aeronautical 
use of planes of a large horsepower is encouraged. News, January 28, 1927. 


Taste III. Arr Union Prorit anp Loss Account, 1925 

















Debits Credits 
Total expenditures............. 14,937,085.84 frs. Commercial receipts............ 5,730,610.98 frs. 
Prof Set nh ctees «546.0004 323,740.31 
GR fet SONP. x5 stannecawene 285,620.76 Sale of old material............. 16,605.57 
Miscellaneous and difference by 
. 6 6he05 5.69005 88am a0 650,834.01 
Ik 5G ba bd ida0s a se'spia 8,410,400.00 
Interest and discount........... 90,515.73 
Fetdl... .0+ssseneleneeeeeen 15,222,706.60 frs. - ere reer re 15,222,706.60 frs. 
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Britain and the Continent for the year 
ended March 31, 1926. 

During the period 1919-1926 the 
British airplanes engaged in internal and 
continental trafic achieved the follow- 
ing record: 


PE. avn cenensicaees baleen 22,701 
i eee 67,227 
Cargo carried (tons) .............. 1,804.7 


Since very few of the European pas- 
senger planes have a capacity of fewer 
than five,’* it is apparent that there is 
much unused space. Typical figures of 
the average number of passengers car- 
ried per flight for other countries are: 
Russia 2.3, Canada 1.3, Belgium 3.0, 
New Zealand 1.8, Hungary 1.4, Aus- 
tria 1.7, Switzerland 2.1, Poland 2.4, 
Holland 2.7, Saxony 2.3. In Germany 
a total of 107,544 seats were available 
in 1925, of which 55,185 were used. 
The percentage of used capacity of the 
Colombian S.C.A.D.T.A., which has a 
distinct advantage over older means of 
transportation, ranged from 80 to go. 

Not only do most of the companies 
operate on only part capacity, but the 
greater portion of the traffic is handled 
during the summer months, thus increas- 
ing the ‘‘peak load” equipment and fly- 
ing force. The operating statistics pub- 
lished by the K.L.M. (Holland) show 
that during the year 1925 a total of 
1,989 passengers were carried between 
London and Holland, of which 1,618 
were accommodated by the summer 
service and 371 by the winter service. 





On April 1, 1926, the Imperial Airways pos- 
sessed 14 passenger planes with an average seating 
capacity of almost 13. Report of British Air Min- 
ister, 1926, p. 7. 


© Three-fourths of the passengers carried by the 
Imperial Airway planes during the summer are 
American tourists. Of the passengers flying from 
Le Bourget in 1926 to England, Belgium, Holland, 
Germany, and Scandinavian countries, Americans 
constituted 42%, English 32%, and French 5%. On 
the France-Northern Africa lines, covering a terri- 


Taste IV. AIRCRAFT FLIGHTS AND PAssencers Car. 
RIED BETWEEN GREAT BRITAIN AND THE ConTINENT* 














of ele on 
na i-| P 
Year or Month ties, including Canta 
British) 
April, 1925....... 469 1,713 
May. Tivrrciy rT T 595 2,083 
Pervrr rey ey 704 2,906 
WY cc ccccccaess 671 3,484 
CI a 00 00 et 789 4,369 
September........ $72 2,498 
EF: 364 1,292 
November........ 216 534 
December........ 178 430 
anuary, 1926..... 223 404 
Se 255 620 
CO SS 367 1,131 
Total, year ended 
March 31, 1926. . 5,403 21,554 
Total, August, 1919 
to March, 1926.. 28,037 86,355 











* From Annual Report on the Progress of Civil Aviation, 
year ended March 31, 1926 (British Air Ministry), p. 32. 


On the Paris-Holland route the total 
was 1,052, of which 743 were carried in 
the summer. The figures of the Im- 
perial Airways testify to the same con- 
dition. Furthermore, a large propor- 
tion of the passengers are Americans."® 
As a result of this fact, coupled with 
the unfavorable weather conditions, 
most of the air transport companies sus- 
pend operations during the winter sea- 
son, though there seems to be a general 
increase in the number of lines operat- 
ing an all-year service. 


II. The Purpose of Subsidies 


Why do nations universally grant 
subsidies and spend millions of dollars 





tory where tourists do not abound, 83% of the pas- 
sengers are French, 7% Spanish, and only 4% 
American and English. As to the increase of traf- 
fic in summer, the reader is referred to Table IV, 
above. During the week ending August 20, 1927, 
the height of the tourist season, Imperial Airways 
planes averaged 7.4 passengers and 1 ton freight. 
The Aeroplane, August 24, 1927. This British mag 
azine gives weekly traffic figures for the most im 
portant lines in Europe. Le Bourget figures show a 
similar summer increase both in flights and in num- 
ber of passengers per trip. 


206 HARVARD BUSINESS REVIEW 


for th 
transp' 
rate re 
in ans 
1. } 
comme 
weapo! 
2. 
public 
the va 
portati 
3 1 
of mai 
an imp 
the t! 
that it 
the fol 
cial in 
railway 
ufactu 
adverti 
lic.””2 
month] 
checks. 
times a 
eral m 
4. I 
air tra 
ward. 
that p 
ought 
part o 
tem at 
throug! 
riod. | 
most e 
decreas 
1922 t 





16 Civil 

i The 

18 Sir § 
“The sav 
pay not ¢ 
ance as 1 
9, 1927. 
transport 
the $147, 
Dodge de 
at 6% wi 





AR. 
T.* 





COMMERCIAL AIR TRANSPORT 205 


for the development of commercial air 
transport, with no apparent commensu- 
rate return? Several facts may be cited 
in answer to this question. 

1. Most governments regard the 
commercial airplane as a_ potential 
weapon of war. 

2. Governments believe that it is a 
public duty to educate their citizens to 
the value and significance of air trans- 
portation. 

3. The air lines are, in the opinion 
of many government officials, meeting 
an important public need. “Studies of 
the transcontinental airmail indicate 
that it is utilized by various interests in 
the following order: banking and finan- 
cial institutions, export and imports, 
railways and steamship companies, man- 
ufacturers and jobbers, publishing and 
advertising agencies, the general pub- 
lic.”"® One Chicago bank saves $4,000 
monthly by the air mail collection of 
checks.’ Imperial Airways carries 6 
times as great a value of gold as of gen- 
eral merchandise.!® 

4. The trend of operating costs of 
air transportation companies is down- 
ward. Public officials take the position 
that private air transport companies 
ought speedily to become an integral 
part of a nation’s transportation sys- 
tem and therefore should be helped 
through their difficult development pe- 
riod. The Dutch K.L.M., perhaps the 
most efficient company in Europe, has 
decreased its costs by almost 70% from 
1922 to 1926. By 1934 this company 


‘© Civil Aviation, a Report, p. 77. 

“The Magazine of Business, September, 1927. 
Sir Samuel Instone, one of the directors, said, 
“The saving in interest was more than sufficient to 
pay not only for the cost of transport but for insur- 
ance as well.” Associated Press dispatch, January 
9, 1927. Some of the reparation gold has been 
transported by airplane. The reader will recall that 
the $147,000,000 check figuring in the recent Dillon- 
Dodge deal was collected by airplane. The interest 
at 6% would be more than $24,000 a day. 


hopes to be self-supporting. The 
American air mail contractors are gen- 
erally optimistic. (For further discus- 
sion of costs see pages 213-217.) 

5. The fifth reason is the establish- 
ment of international routes in Europe, 
Asia, and South America, and long in- 
ternal lines in Australia and North 
America. English internal traffic is in- 
significant, but the cross Channel serv- 
ices are of great importance. The 
K.L.M. carries very few passengers and 
no mail or merchandise between Am- 
sterdam and Rotterdam, but numerous 
passengers and considerable merchan- 
dise between Amsterdam or Rotterdam 
and London or Paris. The flying time 
from Amsterdam to Rotterdam is 20 
minutes; the train schedule allows about 
an hour and a half. But it requires 25 
minutes for the passenger to go from 
the business section of Amsterdam to 
Schipol, its airport, and almost another 
20 minutes to journey from Waalhaven, 
the airport of Rotterdam, to the center 
of that city. 

6. Air navigation is regarded as less 
trustworthy than land and sea naviga- 
tion, but it is safer than people ordi- 
narily think. The great mass of air- 
plane accidents occur not in regular 
scheduled transport, but in stunt and 
record seeking flights or in flights by 
non-qualified pilots in unairworthy 
planes. As far as safety of passengers 
is concerned, air and railroad transport 
may be compared in several ways. 
A comparison on the basis of number of 





The following table of insurance rates is taken 
from Edwards and Tymms, Commercial Air Trans- 
port (New York: Isaac Pitman and Sons), p. 111: 


FREIGHT INSURANCE PREMIUMS PER £100 











Surface Air 

Route Transport Transport 
London to Paris 6s 8d 2s 
London to Amsterdam 6s 8d 35 
London to Cologne 78 6d 48 
London to Zurich 78 6d 5s 
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passengers carried per person killed 
seems to indicate that an air passenger 
has from 200 to 500 as many chances of 
being killed as a rail passenger. A rea- 
sonable standard, however, must make 
allowence for the smaller capacity of 
the airplane. 

On the basis of passenger miles, Brit- 
ish planes covered 1,038,960 passenger 
miles'® per passenger fatality for the en- 
tire period, 1919-1926. If the disas- 
trous year 1924-5 be excluded, this 
figure is more than doubled. The pas- 
senger miles per fatality on American 
railroads total 41,426,000 in 1890 as 
compared with 267,791,000 in 1923— 
one of the “safest” years in the history 
of our railroads.”° 





19 Computed by the following method: 


Miles flown Average number 4,563,000 
——————-X_ of passengers or———— X 2.96 
Number killed per flight I 


From data found in reports of the British Air Min- 
istry. 

20 From Statistics of Railways in United States. 

Accident statistics of the British Civil Air Trans- 
port show a steady increase in the number of ma- 
chine miles per accident, 1919-1926. The conclu- 
sion is based on figures computed from the Annual 
Report on the Progress of Civil Aviation, 1925-1926, 
issued by the British Director of Civil Aviation. 


*1 Figures for fatalities only are given in the 


Finally, we may consider the number 
of miles operated for every passenger 
killed (Table V). There is no question 
that air transport is at the present time 
more hazardous to the air passenger 
than the railroad. But railroads have 
not always been regarded as a safe form 
of transportation. The statistics of rail. 
road fatalities cited, comparing 1890 
and 1923, show a remarkable progress, 
Reliable statistics prior to 1889 are not 
available, but it seems safe to state that 
the improvement in safety was even 
greater from 1830 to 1888. The sta- 
tistics cited for British and American 
aviation show a general trend towards 
greater safety. 

Figures for other countries reveal a 





tables. Railroad passengers are injured from 25 to 
30 times as frequently as they are killed, while in 
air transport the passenger has about an equal 
chance of being killed or of being injured. This ad- 
vantage of railroads tends to disappear in case of ac- 
cidents. Though statistics as to injuries and death 
of the crew are readily available, they are not con- 
sidered in this article on account of lack of space. 
In British transport flying from May, 1919, to 
March, 1926, 9 of the crew have been killed and 5 
injured. On the American railroads in the year 
1923, for which other figures are given in the text, 
this being the safest year in history, 2,026 employees 
were killed and 152,678 injured; 6,463 passengers 
were injured. 


TABLE V. COMPARISON OF AIRPLANES AND RAILROADS AS TO SAFETY 




















No. of Miles 
Type of Transportation Miles Passengers Operated per 
Operated Killed Passenger Killed 
European air routes, 1924 @......... 0.000 cceeceee 5,927,356 12 493,946 
British air routes, May, 1919, to March, 1926 4...... 4,563,000 13 351,000 
British air routes, May, 1919 to March, 1926, exclud- 

ing April, 1924, to March, 1925 ¢................ 3,673,000 6 612,166 
U. S. Government air mail, 1918 to June, 1927 d..... 15,657,530 432 364,129 
U. S. Government air mail, 1918 to June, 1922 d..... 4,362,698 30g 145,423 
U. S. Government air mail, July, 1922 to June, 1927 @. . 10,294,832 13g 791,910 
U. S. army model airway, 1923-1926 ¢.............. 1,201,370 I 1,201,370 
U. S. railroads, 1890, fiscal yearf.................. 285,575,804 286 998,516 
U. S. railroads, 1923, calendar year /............... 573,938,043 143 4,013,552 








a Civil Aviation, a Report, p. 66. 


6 Annual Reports on the Progress of Civil Aviation, British Air Ministry. 
c The excluded year was an unusual one in that 7 passengers lost their lives in one crash. 
d Reports of Postmaster General. Figures include ferry and test flights. 


e Figures of Aeronautics Branch, Department of Commerce. 


f Statistics of Railways in the United States and Statistical Abstracts of the United States. 


g Crew and passengers. 
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similar tendency. The number of lives 
lost on regularly scheduled flights of 
French planes fell from 14 in 528,163 
miles of flying in 1920 to 6 in 2,266,649 
miles in 1924. It has been stated that 
“a passenger in a German transport 
plane will fly safely to his destination in 
99.997% of his journeys.” Up to the 
end of 1926, the United States Air 
Mail had hauled 9,000,000 pounds of 
mail, of which only 2,386 pounds were 
lost. This is a record superior to 
that of the entire registered mail serv- 
ice. The air bandit has not yet ap- 
peared. The Scadta in Colombia has 
not lost a letter, nor has a passenger 
been killed or seriously injured in 5 
years of operation.?® 

Figures as to performance percent- 
ages (on-time records) are generally 
unreliable. Very often an “on-time” 
fight means only a completed trip. 
Numerous foreign companies as well as 
the air mail contractors report perform- 
ance percentages generally ranging 
from 90 to 99. The British Air Minis- 
ter states that the Imperial Airways in 
1925-6 completed 93% of their trips 
“uninterrupted,” as compared with 
94% in the preceding year. 

Chart 1** depicts the relative relia- 
bility of air and rail transportation in 
the United States. 


[ll. Factors Influencing the Establish- 
ment and Operation of Air Lines 


The factors affecting the earning 
power of air lines may be classified as 
economic, political, geological, and me- 
teorological. In general, it may be said 
that until the costs are reduced to the 
level of the other agencies of trans- 
portation, air transport will flourish 
only where it has some peculiar advan- 
tage. 

One of the few financially successful 


companies is that popularly known as 
the Scadta, a German-controlled cor- 
poration operating in Colombia. The 
most important route is the one from 
Barranquilla on the Caribbean to 
Girardot near Bogota. The air mail 
carried by this company increased from 
110 pounds in 1920 to 234,000 pounds 
in 1925, and the number of passengers 
increased from 12 to 1,124, while the 
mileage flown rose from 2,700 to 183,- 
ooo. The reason for the success of 
these lines lies in their advantage over 
the previously existing means of trans- 
portation. Though the fares by air- 
plane appear to be high, they are rela- 
tively low when it is considered that the 
passengers save at least 10 days of hot, 
tiresome steamer travel. As stated by 
a writer who wearied of the steamer 
trip and transferred to seaplane: “‘It is 





22 Current History, April, 1927. 

28 Civil Aviation, a Report, p. 67. 

24 Journal of the Society of Automotive Engineers, 
November, 1925, p. 435- In this article a compari- 
son is also made between the Air Mail and the 
“crack” New York Central and Pennsylvania trains. 
The three limited trains of the Pennsylvania be- 
tween New York and Chicago in May, 1923, made 
190 trips, of which 169, or 89%, were on time. The 
five fastest trains of the New York Central during 
the first week in June, 1923, made 70 trips between 
Chicago and New York, of which 84.3% were on 
time. 


CuHart I. Retative RELIABILITY OF AIR AND RAIL 
TRANSPORTATION 


Air Mail 





A, Per cent of scheduled air mail trips between New York 
City and Chicago—arriving on time during two years’ opera- 
tions, June, 1921 to May, 1923, inclusive, on an eleven-hour 
flight-time schedule (minimum ground speed, 70 m.p.h.). | 

B. Per cent of scheduled trains in New York State arriving 
on time at division terminals during 1910-1920, inclusive. 
Annual air-mail on-time performance at 70 m.p.h., per 


COME .usesesees PEE eee ae 85.8 
Annual train on-time performance at approximately 30 to 3 
itl, GF GHB. «oie i cdba6r6rtes0 69 000800essebere 81.0 


Based on a ground-speed schedule of 70 m.p.h., the mail 
planes show on-time averages ranging from 73 per cent in 
winter to 97.8 per cent in summer during a two-year period. 
Passenger trains operating on a schedule half as fast show 
averages ranging from 75.3 to 85.3 per cent. 
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hard to believe that ten minutes of 
travel by plane saved me nine days of 
discomfort on the river.”?5 The planes 
are occupied 80% to 90% capacity, 
the amount of business varying with the 
time of year and the condition of river 
travel. 

Other startling illustrations of the 
same kind may be given. The air time 
from Boma to Elisabethville in the Bel- 
gian Congo is two days compared with 
50 days by the older methods.” The 
overland trip by rail, canoe, and mule, 
from Lima to Iquitos requires from 20 
to 30 days, while a combination of air 
and rail consumes less than three days.” 

But these examples are extremely fa- 
vorable to aviation. The map shown 
on page 208 compares flying and rail 
times in the United States. Statistics 
cited by a German authority show that 
on seven German lines the Flugzeit is 
on the average only one-third as great 
as the Fahrzeit. The slightest advan- 
tage is on the Berlin-Karlsruhe, the 
greatest on the Hamburg-Copenhagen 
route.*® The Swedish Aerotransport 
announces in its Reiseberetning that a 
trip by train from Malm6 to Hamburg 
required 13 hours, by air 2% hours, 
that a boat trip from Stockholm to Hel- 
singfors takes 22 hours compared with 
a flying time of 3 hours. When it is 
considered that the European rates are 
as a rule very little, if any, greater than 





25 Aviation, April 19, 1926. 

26 Commerce Reports, February 28, 1927. 

2? Foreign Aeronautical News, November 4, 1926. 
*8 Karl Ruhl, “Verkehrsgeographie und Technik 


des modernen Luftverkehrs in ihrer Wechselwir- 
kung,” Zeitschrift fiir Verkehrswissenschaft, 2 Heft, 


1927, pp. 65-82. 

2° Commerce Reports, July 19, 1926. 

5° The Imperial Airways has introduced a one- 
day shopping trip from London to Paris. 


‘1 Shorter distances are traversed with success. 
Some of the contract air mail routes in the United 
States are shorter than this, but they are successful 


acm LIADWADTY RITCIANIETCI’ YDEUIexurs 


those by rail or water, it will be seen 
that, on account of the saving in time 
meals, and sleeper service, the fares by 
air are relatively lower. Department of 
Commerce figures show, for instance, 
that including the cost of the sleeper in 
the comparison, the rate from Stras. 
bourg to Warsaw is $40 by plane and 
$50 by train.”® 

The saving in time by airplane is not 
always real. Where large cities are 
close together or the railroad time js so 
fast as to permit a passenger to travel 
from one important point to another 
over night, the economy is often a negli- 
gible or even a minus quantity, unless 
the cities are so short a distance apart as 
to enable a round trip the same day by 
air.8° Thus the air transport will not 
make much headway in the carrying of 
passengers, mail, or even valuable ex. 
press between cities from 400 to 600 
miles apart, especially where the rail 
service is good and direct. The trip be- 
tween New York and Chicago falls 
above the upper limit of this group.*' 

The Joint Committee of Civil Avia- 
tion of the United States Department 
of Commerce and the American Engi- 
neering Council®? summarize the follow- 
ing conditions which enable a saving of 
time by airplane: 

1. “Land and water routes which re- 
quire more than a night’s run by rail.” 

2. “Short daytime hops between 





only as feeders. Of the airmail routes contracted or 
operated exclusive of the main stem, 13 are less 
than 500 miles, 3 between 500 and 750, and 2 above 
750. In Europe many short routes are “successful” 
only because of bad railroad service, international 
political barriers, or necessary detours or changes 
involved in the older means of transportation caused 
by geographical and geological conditions. A sep 
rate New York-Chicago mail service had to be e* 
tablished in accordance with the above principle, 
leaving New York and Chicago at 9:30 and 7:3° 
p. m., respectively, and arriving at the destinations 
the next morning in time for early delivery. 


82 Civil Aviation, a Report, p. 71. 
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large centers which make possible a re- 
turn trip within a working day.” 

3. ‘Interrupted traffic, as from Paris 
to London, which involves a rail jour- 
ney, a steamer passage, and a second 
rail journey.” The trip from London 
to Marseilles, for instance, requires 21 
hours by rail and water, and only 9 
hours by air. 

4. “Where bodies of water or other 
conditions make a wide detour of sur- 
face transportation.” It is no accident 
that the first extensive commercial pas- 
senger air line in the United States op- 
erated between Key West and Havana, 
Miami and Nassau, Detroit and Cleve- 
land. In 4% years this company car- 
ried 30,000 passengers. Imperial Air- 
ways is planning a service between 
Southampton and Cherbourg, to run in 
connection with the sailing or arrival of 


transatlantic steamers. The two old 
foreign mail routes, New Orleans-Pilot- 
town and Seattle-Victoria, are saving 
almost a day in the handling of foreign 
air mail. The early experience of the 
Key West—Havana line is reassuring. 
Perhaps one factor which will deter 
American progress in commercial avia- 
tion is the absence of water gaps. 


IV. Tendency Toward Combination 
and Monopoly 


Air transport is recognized as filling 
the réle of a common carrier. This 
status reveals itself not only in the fact 
of public regulation and support but 
also in the continued trend toward com- 
bination and monopoly. France, for in- 
stance, in 1920 had 12 aviation com- 
panies, in 1926 five, and now only four, 
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| MAPS SHOWING HOW THE UNITED STATES MAY BE CONTRACTED 
| BY THE WIDESPREAD USE OF COMMERCIAL AVIATION 

























These maps are based on rail time and on air records in 1922. It is probable that the lower speed 


of 
craft, the frequent stops, and the distance from = landing field to the center of the city will cause the air map to 
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Aeronavale, operating southeastward to 
Ajaccio, being recently merged with the 
Air Union. 

Great Britain at first had four sub- 
sidized companies doing business with 
the continent. Realizing, however, the 
waste involved in granting money to 
four competitors when there was hardly 
enough traffic for one, the government 
urged their consolidation. This took 
place in March, 1924. The new com- 
pany, named Imperial Airways, was 
given a ten-year monopoly of all British 
transport aviation with the continent. 

The earliest German routes were 
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opened in 1919 by the Deutsche Luft 
Reederei, the first company in Europe to 
receive a subsidy. Subsequently numer. 
ous other concerns were organized, Be. 
cause of the severity of competition, the 
insufficiency of traffic, the international 
political situation, and the desire to pre. 
vent wasting its subsidies, the govern. 
ment sponsored the consolidation proc. 
ess, and by 1924 only two dominant 
groups remained—the Deutscher Aero 
Lloyd A.G., and the Junkers Luft. 
verkehr A.G. Duplications in service, 
however, still existed. 

The former, being engaged only in 
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air transport, purchased its equipment 
from any German manufacturer except 
the Junkers Airplane Works. The 
Junkers company, organized out of the 
operating branch of the airplane works, 
was interested in both the transporta- 
tion and manufacturing phases of avia- 
tion. In 1925 the Junkers interests in 
turn formed the nucleus of the Europa 
Union, a sort of “repair and supplies” 
pool. All the associated organizations 
secured their planes and supplies from 
the Junkers company, which agreed to 
“repair the machines and replace any 
damaged.’’88 

The Minister of Transport eventually 
forced these two groups to form a 
merger (1925-1926), the Deutsche 
Luft Hansa A.G., 55% of the stock of 
which is owned by private interests and 
45% by the central or state govern- 
ments. Though the central organiza- 
tion has complete charge over matters 
of operation, there are a number of “re- 
gional air trafic companies’ whose main 
function is the procuring of traffic and 
the maintenance of good will on the 
part of the various states.’’34 

Great Britain, France, and Germany 
furnish the outstanding illustrations of 
the movement toward combination. 
Other countries have only one operat- 
ing company, or where more than one 
corporation is in existence, each organi- 
zation has been assigned a definite geo- 
graphical area.*® This latter method is 
followed in the United States, where the 
Post Office Department is giving mo- 
nopoly privileges on definite routes to 
private air mail companies, in this way 
establishing a nucleus for a future trans- 
port system. 


V. Conclusion 


Both the transport and industrial as 
well as the manufacturing phases of 


commercial aviation, it will be noted, 
are assuming significant proportions in 
the United States. What of the future? 
Any answer to this question must be 
speculative, but it seems to the writer 
that the following are the factors and 
conditions which favor the extensive de- 
velopment of transport aviation in the 
United States.** 


1. The absence of customs and political 
barriers over a wide area, thus permitting the 
operation of long routes with feeders. 

2. The recent enactment of a Federal Air 
Regulation law, which, in the absence of un- 
expected difficulties of a constitutional or po- 
litical nature, will supplant the former legal 
chaos caused either by the lack of law or in- 
consistent state legislation. 

3. Our relatively favorable meteorological 
conditions. 

4. Our numerous large cities which are an 
“airplane distance” apart. 

5. The high standard of living of the Amer- 
ican people and their emphasis on speed.*? 





33 Annual Report of the British Air Ministry, 
1925, p. 50, cmd. 2489. An account of German busi- 
ness organization is also given in Aviation for Feb- 
ruary 15, 1926, and July 18, 1927, and in a speech 
of Managing Director Wronsky before the Royal 
Aeronautical Society, London, on March 24, 1927. 

84 The regional companies owe “their existence to 
the general construction of the German Reich” 
(statement of Herr Wronsky). They may in some 
respects be compared with the regional subsidiaries 
of our larger holding companies, as organized to 
maintain political good will. 

85 The countries in which there is only one trans- 
port company include Albania, Austria, Bolivia, 
Brazil, Colombia, Denmark, Finland, Great Britain, 
Germany, Holland, Persia, Roumania, Sweden; 
more than one—Australia, Canada, France, Italy, 
Japan, Poland, Russia, Switzerland, United States. 

36 Throughout this article we are considering 
scheduled operations involving the carrying of pas- 
sengers, mail, freight, and express. 

87 Comparison of the United States and large 
European countries as to railroad freight and mail 
per capita: 





Metric tons freight Pieces of Mail 





Country (per capita) _(per capita) 
WEE WEEE crccccbhecccoces 18.5 214 
OEE ccccccceicdeccvcces 5.9 87 


Oe ore err 7.1 136 
Irish Free State)........ .. 7.5 128 
Source: Statistical Abstract of the United States, 
p. 812. 
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6. The relative freedom of commercial avia- 
tion from military influence.** 


The circumstances unfavorable to the 
development of extensive air transporta- 
tion are: 


1. The high quality and great quantity of 
our surface transportation facilities. 

2. The relative absence of “water gaps” 
and inaccessible regions. 

3. The lack of landing fields and other fly- 
ing facilities. 

4. The adverse publicity given to aero- 
nautics through accidents resulting from stunt 
flying. 

5. The lack of a scientific basis for the 
fixing of air insurance rates. 

6. The great cost of air service. 





38 “Industry expects mistakes, the Army doesn’t.” 
(Testimony of Mr. Howard E. Coffin before Select 
Committee p. 1,273.) One reason for the inefficiency 
of French commercial aviation is undoubtedly the 
military influence. The Allies appear to have con- 
ferred a favor on German air transport by prohib- 
iting military air activities. Commercial and mili- 
tary airplanes must obviously differ as to emphasis 
on cost, maneuvering ability, load, speed, and safety. 


Time only will reveal the relative 
strength of these favorable and unfa. 
vorable factors. 

The most favorable factor is perhaps 
the experience of the air mail. This 
service was the pioneer in night flying 
and has been an important force in edu. 
cating the people as to the existence, 
safety, and reliability of scheduled air 
transport. The private contractors, who 
now have also taken over the last of 
the United States mail routes, are be. 
ginning to carry passengers and express 
in addition to their regular postal cargo, 
thus serving as the nucleus of our com- 
mercial air transport system. The 
United States Air Mail has appropri- 
ately been called “the father of Ameri- 
can commercial aviation.” 

The unfavorable factors are all re- 
ducible to the problem of cost, which 
may be <‘scussed under the following 
heads: 








| 
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1. What are the costs of airplane opera- 
° ? 

". What should be the costs for economi- 
cal operation? 

3. How may this desideratum be attained? 

1, During the calendar year 1926, 
the Transcontinental Air Mail spent 
$2,631,477)°* of which $739,551 repre- 
sented capital expenditures. The mile- 
age, including ferry and test flights, was 
2,583,056. The operating costs per 
mile were thus 73 cents. Of the op- 
erating costs 53.3% went for mainte- 
nance of way, 12.1% for maintenance 
of equipment, 28.6% for transportation 
expenses, and 6.0% for executive over- 
head. 

The United States Air Mail figures 
exclude certain important items which 
will need to be considered, especially 
since the air mail is now entirely in pri- 
vate hands. An extra allowance of at 
least $588,000 should be made for de- 
preciation, $61,000 for taxes, $350,000 
for insurance, $300,000 for traffic, com- 
mercial, and research, and $267,000 for 
interest on investment. The costs 
would then total $3,458,000, or $1.33 
per mile, or about 20 cents per letter. 
These figures make no allowance for 
capital investments, which as mentioned 
above, were $739,551 in 1926. 

On the other side of the picture 
should be mentioned the fact that the 
United States spent $839,926, or about 
32 cents per mile, on fields and lights— 
an expense the brunt of which under the 
contract mail system will be borne by 
the cities or the Federal Government. 
lhe private contractors are entering the 
held with much of the experimental ex- 
pense prepaid and with many of their 
capital items already furnished. Simi- 
larly, the Army, the Navy, and the Bu- 
reau of Standards will continue their 
work, which will indirectly benefit the 
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contract air mail companies, as well as 
others engaged in air transport. 

The calculated figures of $1.33 per 
plane mile for the United States Air 
Mail is equal to about 50% and 18% of 
the total cost per mile for the passenger 
and freight services respectively of the 
class I steam railroads (1924).*! Since 
the trains carry an average of 63 pas- 
sengers and 647 tons, a capacity which 
airplanes may never reach,*? it is obvi- 
ous that the costs of commercial opera- 
tion must be substantially reduced, or 
else the airplanes must confine them- 





*° From figures of the Postmaster General cited 
in the Aircraft Yearbook, 1927, pp. 313-316. 

“© These estimates have been made on the basis 
of experience of both American and European com- 
panies: 

Depreciation: 

on planes, $893,500 @ 20%......... $178,700 


on motors, $1,054,000 ee 316,200 
on other equipment, $1,869°t79 @s% 93,459$ 588,350 


With the stabilization of air transport the 
depreciation rate will undoubtedly fall. 








Taxes: 
on property, $3,816,679 @ 1%...... $ 38,167 
on gasoline, $180,534 @ 10%....... 18,053 
miscellaneous, excluding income taxes.. 5,000 61,220 
Insurance: 
on flying equipment, $1,947,500 @ 
SOD ‘ktcnbs hen wds>hennhndie ae $340,812 
on other property, $1,869,179 @ %% 9,346 350,158 
Inventory figures from 1926 Report of Postmaster 
Gen p. 127, are for June 30, 1926. Esti- 
mates for liability insurance of various kinds 
are omitted, since the rates are very indefinite. 
Interest on investment: 
I, Be Wa og 5.050 scons see's seeds seese 267,167 
Trafic, commercial, and research. .........00.0+ 300,000 
$1,566,904 


41 The railroad operating costs were $2.10 and 
$5.71 respectively. This estimate of $1.33, or of 
$1.01 per mile if we exclude the costs of fields and 
lights, represents a fair average of results obtained 
by private companies both in this country and 
abroad. Writers who state that the airplane ton 
mile cost is equal to or lower than the railroad 
charges usually consider only the additional costs 
due to the making of a particular trip.. The cus- 
tomary total cost per mile for single-engined planes 
seems to hover around $1; that of multiengined 
planes ranges from $1 to $1.50. The operating costs 
alone are usually about so cents less than the total 
costs. The costs depend somewhat also on the speed, 
load, and other factors. 

“2A German builder has planned a superplane 
which will have a capacity of 44,000 pounds, or 130 
passengers and 13,200 pounds of baggage, mail, and 
express. Scientific American, December, 1926. 
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selves to an extremely exclusive traffic ous circumstances. Officials of the tional A 
which will be unprofitable. Dutch K.L.M. have stated that their gives 30 | 
2. As to the desideratum, it ought at company can be commercially independ. as his _ 
the outset to be pointed out that, judg- ent if its operation costs are reduced to widely dt 
ing by present sentiment, commercial 39 cents per ton (2,000 pounds) mile. 3. SuP| 
aviation in the United States, building Sir Sefton Brancker, Lirector of British cost per | 
on the progress made by the United Civil Aviation, states that the operating abun 
States Air Mail, must, and chooses to, costs, excluding depreciation, of the coms. a? 
get along without a direct subsidy. standard plane is today 73 cents per ton pe ee . 
Foreign nations also hope ultimately to mile. This, he says, can be reduced by memnen: 
make commercial aviation independent 50%. Paul Henderson, formerly in —— 
of government aid. The amount of the charge of the United States Air Mail Je oa 
desideratum must depend upon numer- and now General Manager of the Na. eisai 
Taste VI. Recorps or Unirep States Contract Air Mai Routes, 
JANUARY-JUNE, 1927 ee 
Miles Mail Rate 
Date | Flown | Mail | Popu- | Carried| perLb.| Air | Income 
Route and Contractor Opened, | Sched- | Carried | lation | per 1000} Paid Mail per Route ar 
1926 uled |(Pounds)| Served | Popu- | Con- | Income! Mile 
Trips lation | tractor Flown 
(Pounds) 
New York-Boston.............. July 1/ 53,020} 8,164 |7,319,716]  .183 | $3.00 |$ 24,488) $0.46 New York- 
(Colonial Air Transport) _ (Colonial 
St. Louis-Chicago.............. Apr. 15} 63,987} 16,999 |3,676,628) .770] 2.53 43,025} 97 St. Louis-C 
(Robertson Aircraft Corp.) (Roberts 
Dallas-Chicago................. May 12] 343,708} 51,274 |3,664,875| 2.332 | 3.00 153,054,  -44 Dallas-Chic 
(National Air Transport) (Nationa 
Los Angeles-Salt Lake.......... Apr. 15] 204,972] 88,746 | 697,087| 21.221 | 3.00 266,235| 1.20 Los Angele 
(Western Air Express) (Western 
ll Apr. 6] 147,340} 22,612] 157,352] 24.004 | 3.00 67,839]  -46 Salt Lake-I 
(Walter T. Varney) (Walter 
Detroit-Cleveland.............. Feb. 15| 78,144 826 |1,790,519} .078 | 1.08 894). 01 Detroit-Cle 
(Ford Motor Co.) (Ford M 
Detwalt-Chicage. .. 0c cccscccces Feb. 15} 81,732] 4,741 13,605,383) .213 | 1.08 §,121|  .06 Detroit-Ch 
(Ford Motor Co.) (Ford M 
Seattle-Los Angeles............. Sept. 15] 212,454] 31,420 |2,266,948| 2.311 (a) 89,375| «42 Seattle-Los 
(Pacific Air Transport) _ (Pacific : 
Chicago-Twin Cities............ June 7(b)} 88,320) 11,418 |3,804,553 .§00 | 2.75 31,401|  -35 Chicago-T 
(Northwest Airways) (Northw 
: Cleveland- 
Cleveland-Pittsburgh........... Apr. 21,} 16,959} 4,674 |1,385,184| 1.783 | 3.00 14,021; .82 (Clifford 
(Clifford Ball) 1927 piiid teres Pueblo-Ch 
Pueblo-Cheyenne (i)............ May 31| 72,400] 15,606] 343,474] 7.583 | 3.00 46,819} — -65 (Nee Os 
Pilottown-New Orleans.......... 1923 25,920] 37,896 5 RES $100.00} 16,208) .63 Seat e-Vic 
(New Orleans Air Line) round Seattle-Vic 
trip (Edw. H 
OU Sos i sisdicccne 1920 10,764] 25,836 Oe fess. ocee $200.00} 14,200} 1.33 Total 
(Edw. Hubbard) round antes 
trip 
Total or Average............. 1,399,720] 320,202 $773,280] $0.55 
, (f) — 
0.0015 to t 
Source: Reports of Aeronautics Branch, Department of Commerce. () The 
bi (a) $2.81 up to 1,000 miles; $3.00 over 1,000 miles. (6) Contract surrendered by original company; route later reopened to in 
’ ‘ 
(c) Impossible to calculate, since these are foreign mail routes. mail by trale 
(d) F iguses assume that each passenger travels entire distance. Rates are got either from newspaper accounts or figured at i) One 
13¢ per mile. j) 
(e) Taking average pound mile rate of $0.0015, which is the figure estimated by the Aeronautics Branch, Department of by the oa 


Commerce. 















tional Air Transport, Incorporated, 
gives 30 cents or 40 cents per ton mile 
as his estimate.** These estimates, from 
widely different sources, roughly agree. 

3. Suppose we assume that the total 
cost per ton mile (of hauling one ton 
for one mile) must be reduced to 60 
cents. How may this desired cost be 
attained? There are in general two 
methods: (1) reduce the absolute costs, 
(2) increase the traffic. 

As to the first, an engineering problem, 
t will be necessary to increase the pay 


1 
ik 
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load per horsepower** and to decrease 
the costs, both operating and fixed. The 
average pay load per horsepower of 18 
typical American transport machines 
possessing a horsepower above 150 is 
about 4.8 pounds; the average total 
weight per horsepower is 15.3 pounds. 
This compares with 6.9 and 18.2 for 
four German; 4.7 and 13.5 for five 





48 Select Committee, p. 282. 


*4 This problem can be subdivided: (1) increase 
the total weight per horsepower, (2) increase the 
ratio of pay load to total weight. 


Taste VI. Recorps or Unitrep States ContRACT AIR MAIL Routes, 
JANUARY-JUNE, 1927 (Continued) 








Other Sources of Income 





Route and Contractor Proba- 
Passen- ble (Ponnds) 
gers | Income 
(d) 








Total 
Proba- 
ble | Income | per |" uled | pleted |(Pounds) 
Income 
(e) (g) 








New York-Boston......... 231 $6,930 100 
(Colonial Air Transport) 

St. Louis-Chicago......... 2 70| 21,651 
(Robertson Aircraft Corp.) 

Dallas-Chicago............ 59 Ae 
(National Air Transport) 

Los Angeles-Salt Lake... .. 147 11,025 20 


(Western Air Express) 
Salt Lake-FMOGO...... s<0:<.6d0.0k< odie tebe tee ee ae 
(Walter T. Varney) 
Detwolt-Cloveleal . occ ivcsh eae 646,599 
(Ford Motor Co.) 
Detrott-CMiceme. « ..ss:0<:-abbcasctamalecieens 364,009 
(Ford Motor Co.) 
Seattle-Los Angeles........ 318 a enor 
(Pacific Air Transport) 
Cincage-Twitt CHGS... < sécackacakdies lacus tenes 
(Northwest Airways) 


Cleveland-Pittsburgh...... 4 rene 
(Clifford Ball) ' 
Pueblo-Cheyenne(j)....... 2 rT eee 


Pilottown-New Orleans.....|........]...cce.Jeccceees 
_ (New Orleans Air Line) 
Seattle-Victoria........... II Ga ince 

(Edw. Hubbard) 


$ 33/8 31,451/$ .s9 302 241 226 
8,769 51,864, .81 240 231 169 
ere 161,286] .47 362 287 219 


18) 277,278] 1.35 362 348 | = 339 
eee 67,839} .46 332 278 81 
150,334] 151,228] 1.93 574 528 | 1,226 
(f) (f) 
151,829) 156,950) 1.92 306 204 | 1,255 
(f) (f) 
Seen 131,351| .62 310 198 479 
iccnelee 31,401] .35 258 230 49 
ees 14,084} .82 142 133 41 


pecaewan 46,864) .65 362 362 44 
cement 16,208} .63 324 324 117 


eicaka 14,312] 1.33 142 138 203 





Total or Average........ 774 | $67,853|1,032,469 
(154,800 
Lb.) (2) 





$310,983/$1,152,116|$ .82 | 4,016 | 3,592 419 






































$0.0015 to the Ford Company. 





mail by train. number trips completed. 


by the Boeing Company. 





(/) Most of the freight was Ford Company freight bringing no direct revenue, but it is assumed that this was worth 


(g) There are also miscellaneous revenues from non-scheduled operations, such as taxi, photography, sightseeing. 
(h) Average load — weight carried This makes no allowance for incomplete trips involving the forwarding of 
(1) One passenger and baggage assumed to weigh 200 pounds. 


(j) Operated up to recently by Colorado Airways. Contract has been cancelled and, pending new bids, service was operated 
It is now maintained by the Western Air Express. 
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British; and 6.8 and 16.1 for five 
French planes.*® Comparing these fig- 
ures with those for the load per horse- 
power of his automobile, the reader will 
note that for the carrying of ordinary 
traffic the airplane is at a great disad- 
vantage. This will obviously never be 
equalized, but great progress is being 
made in increasing the amount of pay 
load per horsepower. The first engine 
built by the Wright brothers weighed 
about 14 pounds per horsepower com- 
pared with the present average of about 
1.5 pounds for military, and a little 
over 2 pounds for commercial craft. 
The air-cooled engine is of great advan- 
tage in this respect. 

As to the possible decrease of costs, 
fixed charges may be reduced through 
the quantity production of planes and 
motors.*® Operating expenses may be 
reduced through the reduction of insur- 
ance rates, which is sure to follow the 
wider use of air transport, and through 
improvements in construction leading to 
diminshed resistance, increased lifting 





*° Figures for French, German, and British planes 
computed from Table I of article by Karl Ruhl, 
“Verkehrsgeographie und Technik des modernen 
Luftverkehrs in ihrer Wechselwirkung”; Zeitschrift 
fiir Verkehrswissenschaft, 2 Heft, 1927, pp. 65-82. 


*° It has been estimated that by quantity produc- 
tion and improved methods the cost of a 200-horse- 
power engine can be reduced from $4,000 to $1,500. 


‘7 For engineering and cost problems, see Black, 
Transport Aviation, chapters vii-xi, xiii-xv; Civil 
Aviation, a Report, chap. ii; and various issues of 
the Journal of the Society of Automotive Engineers, 
Automotive Industries, and the National Aeronautic 
Association Review. 


** No reference has been made in this article to 
that other branch of commercial aeronautics, the 
dirigible. Germany pioneered in this field, her com- 
mercial lighter-than-air craft prior to 1914 having 
flown 172,000 miles and carried more than 10,000 
passengers. Under our present stage of technical 
progress, the economical nonstop flight of the com- 
mercial airplane is from 200 to 500 miles. A shorter 
flight involves too much delay at the terminals un- 
less there are special compensating advantages; a 


power, and a decrease in the cost of 
maintenance and overhauling.‘? 

The increase of traffic, involving the 
spreading of fixed and operating costs 
over a wider area, is fundamentally a 
business problem. The present-day air. 
plane*® is in somewhat the same position 
as were the pioneers in other fields of 
transportation. Costs would not fall 
until trafic was augmented; traffic could 
not increase until the rates were low. 
ered. 

The high cost per ton mile of the 
Government Transcontinental Air Mail 
was due mainly to the inadequacy of the 
pay load.*® Table VI shows the experi- 
ence of the private air mail operators 
during the first half of 1927. An aver. 
age pay load of only 419 pounds, in. 
cluding the unusual Ford figures, en- 
abled the companies to earn an average 
income of 82 cents a mile."° The pay 
load capacity of the airplanes used 
ranges from 500 to 1,500 pounds. 

It has been urged that the air letter 
rates be reduced and that parcel post at 





longer flight means an encroachment of the fuel on 
the pay load. Even though the weather obstacles 
should be met, it is doubtful whether a nonstop 
transatlantic airplane route will be economical. 
Several floating landing fields, in addition to the 
stops in Newfoundland and Ireland, wi!! be re- 
quired. The dirigible, with its high ~onstop range 
and large pay load, may perform a very important 
function on long trips over large bodies of water or 
over great desolate areas. 


1 ton 
“9 Co: t $e steerer 
ot per ton mile average load 


X $1.33 = $7.18, or, on the basis of Post Olfice 


X cost per mile, 
2,000 
371 
e.2 2,000 eo 

statistics, cs X $.73 = $3-94. 





or 


50 The exclusion of the Ford figures would great!) 
reduce the average pay load. Figures recently an- 
nounced for July to October, 1927, reveal an 10- 
crease in the mail income per mile over the January 
to June period on 11 of these routes and a decrease 
on only two. The San Francisco—Chicago section, 
operating since July, earned an air mail income of 
§2 cents a mile, and the Chicago—-New York section, 
opened September 1, earned 62 cents a mile. 
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1 low scale of charges be introduced, so 
as to encourage more extensive use of 
the air mail. At $1.25 a mile, the total 
cost of running an 1,800-pound pay load 
multiengined airplane from New York 
to Chicago would range from $900 to 
¢1,000. Assuming 40 letters to the 
pound of air mail and 200 pounds per 
passenger, the reader can readily con- 
struct tables showing the points of eco- 
nomical operation with varying rates, 
used pay loads, and proportions of mail, 
passengers, and goods. These computa- 
tions will illustrate the business problem 
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confronting air transport companies. 

Lack of public confidence in air trans- 
portation is thus an important element 
in retarding its development both in this 
and most foreign countries. On the 
other hand, there is every reason to ex- 
pect a gradual reduction in the cost of 
the service and also a growing confi- 
dence in its dependability on the part of 
the public. All indications, therefore, 
point to the future position of aviation 
not only as supplementary but in many 
as a substitute for the now existing 
means of transportation. 
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THE DEPARTMENTS OF THE HARVARD BUSINESS REVIEW 


Tue material in the Departments of the Review 
presented by the Student Editorial Board is 
chosen with regard to its interest to business 
executives and to the possibility of utilizing 
most effectively the resources at the command 
of the members of the Board. 

The first Department, “Summaries of Business 
Research,” comprises summaries of the results 
of the investigation of various business subjects. 
“Case Studies in Business,” the second of these 
Departments, was suggested by one of the out- 
standing characteristics of the Graduate School 
of Business Administration, the case method 


of teaching. Case studies are based upon the 
actual experiences of business concerns; to 
avoid disclosure of confidential material, how- 
ever, it is necessary to disguise the names of the 
concerns. The third department, “Legal De- 
velopments Significant in Business,” has been 
added to permit a survey of the steps which are 
now being taken and which possibly should be 
taken in the future by courts and legislative 
bodies to improve the quality of the service that 
law can offer to business. The last Depart- 
ment contains critical reviews and short descrip- 
tions of new books of interest to business men. 
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THE POINT PLAN FOR 


ingly large number of well-known 

and representative industrial 
frms have adopted a new method of 
industrial control. These companies, 
which include some of our best managed 
business units, have effected substantial 
savings by means of this new tool of 
management. 


LD init recent years an increas- 


A Common Unit in Industry 


The plan involves a new conception 
of the industrial plant as a converter of 
human energy. Modern factories fash- 
ion varying types of goods, all of which 
—whether electric motors, cotton goods, 
shoes, phonographs, spark plugs, or au- 
tomobiles—represent the energy of man 
applied to materials through the me- 
dium of tools and machines. 

In the electric power industry, energy 
is measured in kilowatt hours, whether 
it is used to drive a motor, light a house, 
or heat a room. This common unit of 
measure for electrical energy has facili- 
tated operation and control of central 
power stations. Today, human energy 
is likewise subjected to a similar meas- 
urement, the unit of whichis the “point.” 
Since the point may be used as a com- 
mon measure of human energy in indus- 
try it may serve as the basis for a broad 
plan of industrial control. 

A point represents the energy ex- 


—_.. 


‘This article is a summary of a thesis presented 
for the course in Industrial Accounting in the Grad- 
- School of Business Administration, Harvard 
eae May, 1927. The thesis was prepared 
F. R. Baker, W. J. Burney, R. C. Grimm, E. J. 
ws E. P. Learned, D. E. LeFavour, F. W. 
Miller, P. W, Parsons, and W. D. Sleeper. 
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pended or the work done during one 
minute by an average man working at 
a normal, maintainable rate of speed. 
He may apply this energy in as diverse 
ways as there are products and processes 
in industry. 

One use of the point for purposes of 
factory control is as a measure of labor 
performance. For each operation or 
process a point standard—that is, the 
number of points of human energy in- 
volved in the task—is set. Since the rate 
of production? is expressed in “points 
per hour,’ commonly known as the 
“point hour,’’ one can compare the ef- 
fectiveness of the individual man with 
the effectiveness of his fellow workers in 
the same department. Moreover, the 
individual laborer’s point hour may be 
compared with that of men working in 
other departments or even in other in- 
dustries, since in each case the measure 
of effort, the point, is common to all 
operations and to all industries. 

The point hour of the individual 
worker or a group of workers is also 
used as a basis of remuneration. Few 
men object to the principle o/ paying 
productive workers on the basis of effort 
expended. Some, however, argue that 
the rate of effort of the nonproductive 
workers, considered by itself, is not an 
adequate basis of pay for indirect work- 
ers or supervisors. As proof of this con- 
tention, they cite the experience of vari- 





2 The total of points produced is calculated by 
multiplying the pieces or quantity finished in an 
operation or process by the point value of the opera- 
tion or the point value of the quantity unit. These 
total points divided by the actual time required to 
produce them give the actual point hour or rate of 
production. 
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ous factory managers who undertook to 
pay their nonproductive workers bonuses 
predicated upon the output and savings 
achieved by the direct workers, but were 
later forced to abandon the plan because 
they found total labor costs were ad- 
vancing while the foremen were still re- 
ceiving bonuses for efficient operation. 

It is obvious that any method of 
bonus payment, to be permanently suc- 
cessful, should consider total labor costs 
as well as productive labor costs and 
speed. To meet this necessity, the point 
plan establishes a standard total labor 
cost, but a cost per point, rather than a 
cost per article or part. Comparison of 
standard and actual costs per point® then 
furnishes a test of the economy of op- 
eration. The supervisory and service 
staff, under this plan, is paid a premium 





® The actual cost per point is calculated by divid- 
ing the total labor pay roll by the points produced 
in the pay roll period. 


* If conditions are perfect, the result of the above 
mentioned calculation is 1; if the actual pay roll is 
excessive, the result is less than 1. 


*It is beyond the scope of this article to describe 
at length the time study method used; yet a brief 
summary, which may clarify a few points in the 
article, can be given. 

The significant feature of the time study centers 
about the rating of human effort. A time study 
man must record not only the times of each element 
of the job and the quantity of work completed in 
the case of a process study, but he must also esti- 
mate the rate at which the operator is expending 
human energy in his task. A scale of rates is 
known to the time study man. The central point of 
this scale is the 60 point hour which represents the 
rate (60 points per hour) at which the normal man 
without incentive for extra speed will spend energy 
day in and day out. In many cases, the factory 
management designates the man whom it considers 
to be a normal worker to be time-studied. 

The layman may say that it is impossible to have 
a standard measure of effort that is comparable 
even to two time study engineers. The fact re- 
mains, however, that the engineers who are trained 
to take and supervise these time studies do have 
such a definite scale in mind. Independent time 
studies have established the accuracy of the point 
as one tangible measure of human effort. The time 
studies are so carefully checked that the probability 
of error is very, very small. Wherever possible, 
men who are accustomed to the “feel” of the job by 


on the basis of departmental effective. 
ness—the point hour of the Productive 
workers—modified by a figure known as 
the economy factor, which is the ratio 
of the standard cost per point to the 
actual cost per point. The point hour 
of the productive force modified by this 
factor gives the supervisors’ point hour. 


Time Studies Essential 


The simplicity of the concept of a 
factory as a converter of human energy 
is apparent. The idea of paying work- 
ers on the basis of productive effort js 
attractive. Yet to secure this simple 
control and payment mechanism, it is 
necessary to determine by scientific time 
study methods the points of work in- 
volved in each operation. 





experience in it are trained to take time studies 
under the direction of the installing engineer. This 
practice makes for accurate standards, overcomes 
opposition of fellow workers who prefer to trust an 
insider to an outsider, and not infrequently reduces 
the cost of installations. 

The point value of an operation is set substan- 
tially as follows. The facts assumed for illustra- 
tion are: 240 seconds of elapsed time, operator 
working at a 55 point hour. To put the work on 
the standard 60 pvint hour basis, calculate as follows 


240 seconds X 3s = 220 seconds for the standard 


time. In practice, these figures would be adjusted 
for a rest factor. This factor may be ignored for 
the purposes of the present exposition without im- 
pairing the value of the illustration or the under- 
standing of how the plan works. The 220 seconds 
are converted into points by dividing by 60, which 
gives a point value for the operation of 3% (the 
standard calls for a point a minute). This point 
value is applied to all work that passes through 
this particular operation. ; 

Now suppose a process illustration in which 
product finished is 2,250 pounds, estimated point 
hour of operator is 75, and elapsed time is 1% 
hours. At a rate of 75 points per hour, the optt- 
ators should have produced 112.5 points in one hour 
and a half. Dividing 2,250 pounds by 112.5, the 
result is that 20 pounds of product are worth @ 
point, or a pound is equivalent to .os of 4 polmt 
At a 60 point hour, then, a man would only tum 
out 1,200 pounds, which at .o5 points to 4 pound is 
60 points of production. This point value pt 
pound will be applied to all work that goes through 
the particular process. 
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There is a fundamental difference be- 
tween point standards and many other 
time study standard rates. A typical 
piece rate, for example, involves pay- 
ment for the actual time required to do 
the job plus payment for delays that 
may occur through no fault of the op- 
erator. These delays are generally es- 
timated and are included in the piece 
rate as finally set. For each piece pro- 
duced a company pays something for de- 
lay whether or not delay occurs. Point 
standards, on the other hand, do not in- 
clude an allowance for possible delays, 
so that the standard cost finally set is 
necessarily lower than it would be under 
piece rate methods. Delays are paid for 
only when they occur. If there are no 
delays and the workers produce at stand- 
ard or above, the actual cost per point 
is the standard cost per point. 

Analysis of the causes of the varia- 
tions from standards under the point 
plan tends to their elimination. The 
foreman and his staff have a continual 
incentive to maintain conditions at or 
above standard, so that the economy 
factor will be satisfactory. The greater 
are the variations below the standards 
set, the greater are the excess costs, the 
economy factor thus becomes lower and 
lower, and the indirect worker’s chance 
of premium less and less. The produc- 
tive laborer loses from being below the 
standard, because he then receives only 
his hourly rate of pay; whereas, as will 
be shown presently, he can supplement 
this hourly rate with premiums by achiev- 





For example, an hourly base rate of 60 cents 
gives a standard cost of $1 per 100 points; a base 
rate of 42 cents gives a standard cost of 70 cents 
per 100 points, 


"The point system is known in the business world 
as the point system and the Bedeaux system. 

. P 
_ The 60 points per hour refers to the entire work- 
‘ng period on standard; it does not include delayed 


time, which is paid for at the hourly base rate. 
The soundness 


of this calculation is clear. No 
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ing results above the standard. Lastly, 
the senior management views excess costs 
as its responsibility. In order to reduce 
excess costs charged to profit and loss 
as a result of delays, since the delays are 
not a part of the standard cost, the op- 
erating officials make every effort to 
eliminate permanently what so many 
people have called inherent delays. 

Notwithstanding the different treat- 
ment of delays under point methods and 
piece rates, point standard costs from 
the accountant’s point of view are es- 
sentially piece rates. By definition, the 
standard cost per point for direct labor 
is the hourly base rate of pay divided 
by 60, 60 points being the standard 
production per hour. The accountant 
charges production costs with the stand- 
ard cost of each point produced, though 
a brief summary of the wage payment 
plan will show that some of this cost is 
actually paid to the nonproductive 
workers. 

Under the wage incentive plan of the 
point system’ the worker is paid the base 
rate, whatever it may be, for the pres- 
ence of his skill in the shop, whether he 
is working or idle. When working on 
standards and producing goods in excess 
of 60 points an hour,’ he is paid a 
premium on these excess points at a 
definite rate. This rate is viewed by 
the management as three-fourths of the 
standard direct labor cost per point at 
his base rate. The worker, however, is 
told that each premium point he earns is 
worth 144% of his hourly base rate.® 





company would find it sound policy to pay premiums 
for a short period of the day, for the men might 
adopt the plan of making premiums for part of the 
day and working at a low speed for the balance of 
the time. 


® With a base rate of 60 cents, the standard direct 
labor cost is 1 cent a point. The premium value 
of the point is 60 times 144%, which is % of a 
cent, an amount equal also to three-fourths of the 
standard direct labor cost. 
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Each day the results of the previous 
working period are posted on sheets 
which show for each laborer his base 
wages, the point hour made, premium 
points earned and the dollar value 
thereof.'° 

The one-fourth of the standard direct 
labor cost which is charged to jobs or 
processes, but not paid to the direct 
laborer on premium points, is set aside 
in a premium reserve which is later 
charged for the premiums earned by the 
indirect workers. 


Changes in Cost Classifications 


The point system makes a change in 
some common classifications of expense. 
For example, a direct productive stan- 
dard may now be set for a job such as 
the packing operation in a shoe factory, 
a task which in former practice was con- 
sidered nonproductive. The fact is that 
it had been inconvenient in many cases 
to charge packing costs as direct costs 
because it had been difficult to find the 
proper basis for making the charge. It 
is true that although the shoes are not 
changed in material form by the packing 
operation, neither are the productive 





10Tf a 60 cents an hour employee produced 560 
points in 8 hours on standard, he makes a 70 point 
hour for the day, 10 points an hour above standard, 
and he is entitled to 80 premium points at % cents, 
or 60 cents premium for the day in addition to his 
base pay of $4.80. His average hourly earning has 
been increased by his own effort from 60 to 67%4 
cents an hour. 

11 Some individuals prefer to call this type of 
labor expense a direct cost while others choose to 
classify it as indirect work whose cost is absorbed 
in some sort of overhead rate. Either procedure or 
any other may be followed under the plan. 


12 The time studies determine the amount of effort 
required at a 60 point hour by the indirect laborers 
to serve a given group of productive workers who 
are also working at a 60 point hour. A single 
standard indirect labor cost is developed for each 
department. In order to facilitate the use of this 


cost when actual results are later compared with 
it, standard ratios which reflect on a time basis the 


operations complete until the shoes are 
ready for market, and there is a measyr. 
able number of points of effort involved 
in this task, the cost of which each pair 
of shoes should bear. A standard cost 
for this operation is set on the basis of 
time studies; the operation is essentially 
the same as other direct productive work, 
and the costs for this function are now 
considered as direct labor costs," 

Standard indirect labor costs are also 
set for the service functions, such as 
supervision, clerkship, maintenance, and 
handling, on the basis of time studies 
and the wages paid.” This standard in. 
direct labor cost is chargeable to jobs or 
processes on the basis of the productive 
points produced.'® 

Nonproductive workers, as explained 
earlier in the article, receive a premium 
on the basis of effort expended. If the 
productive force exerts itself in excess 
of standard speed, thus increasing the 
demand for service from the nonproduc- 
tive group, it may be assumed that the 
service workers are also exerting more 
than standard effort, provided there is 
no change in their number. They are 
entitled, therefore, to reward for the 
extra effort. When production declines 





relationship between each indirect function and the 
volume of production are developed. The ratios as 
well as the actual indirect cost are calculated each 
week from the current figures and are checked 
against the standards, to determine which functions 
are out of line with the production schedule and 
therefore need adjustment. 


18The accountant may raise a question as to 
whether all the elements of indirect labor included 
in the standard should be charged to product on the 
same basis. In applying the standard indirect cost 
to the productive points the point system virtually 
distributes this cost on the basis of direct labor 
hours. When workers maintain a level rate of 
production, the point takes on certain time aspects. 
In a department with different types of machines 
of unlike labor service cost, a machine hour rate 
may be preferable to the use of the direct labor 
point basis of charging indirect labor cost to product. 
Each situation from the point of view of the a 
countant must be considered by itself. 
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so that fewer direct workers are re- 
quired, the nonproductive force does not 
have a full-sized job, and in order to 
secure economy of operation, their num- 
bers or the time which they spend on the 
work must be reduced, else premiums 
will not be earned. Premium points for 
indirect workers have a monetary value 
which is known to the workers in ad- 
vance, just as in the case of productive 
workers.'* Any premiums paid the serv- 
ice staff are charged to the premium re- 
serve established from the one-fourth 
of the standard direct labor cost al- 
ready mentioned. 

Some accountants may object to pay- 
ing nonproductive workers premiums 
from a reserve that was included in the 
direct labor charges to product. A 
glance at the set-up of the accompany- 
ing analysis sheet, Exhibit A, will show, 
however, that any classification of ex- 
pense may be used, because productive 
and nonproductive hours are carefully 
separated. 

Nevertheless, the analysis sheet is 
usually designed with the requirements 
of the factory foreman rather than 
those of the cost accountant in view. At- 
tainment and maintenance of standard 
cost is the goal set for the foreman of 
each department. Under the point 
system, the foreman must properly dis- 
tribute work to operators, reduce idle 
time, and effectively utilize service help 
if he is to make sure of the premium 
which is the reward for efficient and 
economical operation of his department. 

[In summary, this new method of in- 
dustrial control offers a basis for a sound 
wage plan: payment for human effort, 
scientifically measured. Moreover, the 
plan makes possible accurate compari- 
sons between men, departments, and 
plants, regardless of the wage rates paid 
or the type of work done. Furthermore, 
the system concentrates attention upon 
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costs as well as upon productive eff- 
ciency. It now remains to appraise the 
results of the point system in practice. 


The System in Practice 


The statements of results made in the 
remainder of this article are based pri- 
marily upon intensive observation and 
study of four plants selected as repre- 
sentative users of the point system; a 
secondary basis for the statements was 
provided by the experience of a variety 
of companies whose use of the system was 
not investigated in detail. Three of the 
factories selected for study were in the 
process of installing the point system. 
In those plants the range of study ex- 
tended from the departments in which 
the plan had not been applied, through 
the departments in which time studies 
were being made, to the departments in 
which a smooth, complete, working in- 
stallation had been accomplished. The 
fourth plant had been operating under 
the point system for some time and was 
engaged in divising new applications, 
conceived in many cases by its own man- 
agement, of the point principles already 
in use. 

In one plant in which the system was 
in process of installation a walkout of 
workmen of one department was a fail- 
ure because of men of other depart- 
ments who were already operating un- 
der the point system would not join the 
walkout. The workers were naturally 
distrustful of innovations. They did not 
understand the system and they did not 
care to learn about it. They were sure 
without trial that the standards would 
be too high, and they exercised ingenu- 





14 With a supervision point hour of 70 for the 
week, a clerk earning 42 cents an hour would re- 
ceive his base pay and would be entitled to super- 
vision premium on 480 premium points (10 per 
hour times 48 hours) at the rate established by the 
company. 
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Exuisit A: Pornt System ANALYsIS SHEET, DEPARTMENT X. 
Selected weeks; including first week under Point System to close of field survey in this department. 


ity in thinking of objections and methods Effect on Direct Labor 

to delay its installation. Once the men 

were induced to give the plan a fair The system is so devised that the 
trial, however, the changes in the pay direct worker helps himself, his fellow 
envelopes converted them to the plan. nonproductive worker, and his company, 


The outstanding feature of the point by increasing his rate of output. Many 
system is that it works. It works be- companies using the point system have 
cause it is based on a combination of _ been able, as a result of increased effort 
psychological factors which have a and productiveness on the part of the 
favorable reaction on the worker’smind; laborers, to spread their overhead ex: 
it offers incentive for extra work, it fur- penses over a larger volume of business. 
nishes an accurate measuring device to The increased product of the workers in 
show the worker when he has done well one case observed enabled the company t0 
and when he has done poorly, and it avoid purchase of additional machinery. 
enlists the administration in the person In return for the extra efforts, the com 
of the foreman in planning the work to panies guaranteed standards against 
avoid delays and interruptions. change, thereby eliminating one disad- 
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Exuisit A: Pornt System ANALYsIS SHEET, DEPARTMENT X. 
Selected weeks; including first week under Point System to close of field survey in this department. 


vantage for the worker which has ap- 
peared under piece rates unscientifically 
set. Point standards are changed only 
when the operation is changed. 

_ The laborers were protected against 
individual hourly rate changes as well as 
against changes in the basic standards. 
lhe general level of wage rate is, of 
course, adjusted under this plan as un- 
der most others in accordance with mar- 
ket conditions, but the individual worker 
is not likely to be discriminated against 
by a foreman who tries to raise the 
rates of his “favorites.” With the post- 
ing sheet information on premium points 
and rates of pay conspicuously posted 
each day, there was little opportunity 


for unfair discrimination in rates of pay. 
Ordinarily, all men in the same type of 
work received the same hourly rate of 
pay. 

The relative efficiency of laborers was 
so clearly indicated in a form that could 
readily be used that the management 
found it an aid in placing men where 
they would be most useful. The worker 
who had been placed in a job for which 
he was not suited showed a low point 
hour. He was shifted then to other 
work where he had a better opportunity 
for increased earnings. This change is 
likely to be made more quickly under 
the point system than under other con- 
ditions where a ready indicator of in- 
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dividual effectiveness is not available. 
Similarly, the worker was kept where he 
earned the most, since it was here that 
he was most valuable to the manage- 
ment. 

A worker of a low grade of intelli- 
gence may find it difficult to grasp the 
meaning of the point. Nevertheless, any 
laborer is capable of earning a premium 
if placed at a job for which he is fitted, 
and he will net fail to notice the addi- 
tional earnings in his pay envelope, even 
though he may not comprehend the 
system. 

The management finds as many ad- 
vantages in the application of the plan 
to productive workers as the laborer 
himself, for the company benefits as 
much from the elimination of favoritism 
in setting wage rates as its employees. 
This elimination of favoritism saves un- 
necessary expense and fosters good will 
among the employees. The posting 
sheet shows the management clearly to 
what extent rates differ for the same 
work. If differences are evident, they 
can be investigated, while if they are 
not shown, the company may be losing 
money and stirring up discontent with- 
out knowing it. 

The posting sheet, moreover, tends to 
stimulate competition among workers 
and to arouse a feeling of pride in ac- 
complishment. The competition may 
be not only between individuals in the 
same department, but also between any 
two individuals in the plant, between 
whole departments, and even between 
different plants. 


Nonproductive Workers Also Gain 


The nonproductive worker gains from 
the operation of the point system. He is 
actually rewarded for increased effec- 
tiveness. He is made partly responsible 
for the rapid output of productive work- 


ers to whom he furnishes materials, sup. 
plies, and services. Each group gains 
from having the other group interested 
in its success. 

The method of setting and calcula. 
ing the indirect standards and the basis 
of indirect premium are too complicated 
for more than a few of the men to up. 
derstand. What the men do learn, hoy. 
ever, is that when they work faster and 
spend less time idly they earn a premium, 

The foreman finds in the supervision 
premium a direct reward for improved 
efficiency and savings in total labor cost. 
His control of the men in his depart. 
ment is greatly facilitated by the facts 
which the point system records present 
in clear form. The foreman is dealing 
with actualities and can base his deci- 
sions on them, whether they appear in 
the individual records of laborers or in 
the group summaries which show both 
effectiveness and economy of operation. 

Manufacturing control through the 
records thus marks the second funda- 
mental advantage of the point system. 
It is impossible, of course, to separate 
completely the wage incentive idea from 
the control aspect of the plan; yet the 
possibility of factory control with the 
point system makes it more than a wage 
plan, seems to account for much of its 
popularity, and furnishes a basis for the 
permanent usefulness of the system. 


Effective Foremen Essential 


Effective foremen are required if 
point system control is to be thoroughly 
satisfactory. In most instances in which 
the point system is installed, foreman 
training in the use of the analysis sheet 
—essentially a foreman’s report—s 4 
practical necessity. Wherever foremen 
receive cost reports in addition to the 
usual production and schedule data, edv- 
cational work among them on the use of 
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the cost figures is expedient; the point 
system is no exception in this regard. 
Foreman conferences often prove of 
positive advantage for the development 
of extensions of the plan. When the 
average foreman first considers the sys- 
tem and the analysis sheet, he tends to 
be overwhelmed with its complexity, can 
seen nothing of value in it, and is cer- 
tain that the plan can be of no possible 
service to him. It is wise, therefore, 
for the management to sell one idea at 
a time to the foremen, leading thus to 
their whole-hearted acceptance of the 
plan. 

Maintenance of standard costs as set 
by the engineers is the ultimate goal and 
responsibility of the foreman. The 
foreman depends upon the data of the 
analysis sheet'® to furnish him with the 
analyzed facts which are the basis of 
action. A daily analysis sheet similar in 
form to the upper half of the weekly 
sheet is common to most plants using the 
system. Basic to the daily form are 
daily checking cards and time allowance 
sheets for the individual workmen. 
These records are used for cost, pay 
roll, and control purposes. 

Any weak spots among producing 
workmen are disclosed by a hasty sur- 
vey of the point hours of the men. The 
foreman, therefore, knows with what 
men he must deal if he is to improve the 
average showing of his department. It 
is the average point hour of the labor- 
ers, moreover, that figures in the calcu- 
lation of the supervisors’ point hour; 
consequently, the foreman first tries to 
bring all men to standard or above, and 
then he directs his efforts to raising the 
point hours of all the men to a level 
that will bring premiums to all. 

The second labor item that the fore- 
man endeavors to control is the idle 
time, Earlier in the article, the effect of 
idle time on costs was indicated. The 





causes of idle time are classified daily by 
hours and minutes and are summarized 
weekly on the analysis sheet by hours 
and costs. Furthermore, idle time costs 
are shown on the analysis sheet as ‘‘Due 
to the Department,” and the responsi- 
bility therefor is placed upon the fore- 
man. 

If certain items of allowed time can- 
not be eliminated at once, the cost ac- 
countant may be forced to include an 
estimate of the cost of this normal 
amount in his burden rate, since the 
point system standard cost makes no 
provision for the delay. The manage- 
ment, moreover, may find it desirable to 
adjust the base of supervision premium 
to a lower figure than 60 points an hour 
if the responsibility for non-elimination 
of the delay does not rest with the fore- 
man. Take, for example, the case on 
machine allowance time'® shown in Ex- 
hibit A. The excess cost above standard, 
caused principally by machine allowance 
time, reduced the economy of operation 
and thus reduced the supervision point 
hour. If the productive workers had 
been able to tend more machines or to 
do some other job during this period of 
enforced idleness, the amount of ma- 
chine allowance time could have been 
reduced, and the worker and the fore- 
man both would have had a better 
chance for premiums. In this example, 
the actual direct cost improved as the 
machine allowance time was reduced. 
The calculations inserted in parentheses 
show what the effects on the depart- 
ment point hour, costs, and supervision 
premium would have been had machine 
allowance time been completely elimi- 
nated. The entire elimination of ma- 
chine allowance time was not immedi- 





15 See Exhibit A. 

16 Machine allowance time represents the time in 
which the man waits for the machine to work with- 
out effort on his part. 
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ately possible in this case on account of 
plant layout. Since plant layout was not 
the fault of the foreman, the manage- 
ment assumed the responsibility for the 
situation and actually paid premiums on 
the basis of the inserted figures. Even 
in this case, analysis of operating condi- 
tions from week to week resulted in 
reduced costs. The elimination of idle 
machine time offers a large field for the 
constructive imagination of workers and 
foremen. This concomitant of the point 
system has led to substantial savings in 
numerous factories. 

Adequate control of the time of the 
indirect workers, so that the standard 
indirect cost might be realized, was the 
most difficult problem of the foremen. 
In respect to this item one heard the 
complaints of the foremen that the plan 
was too complicated, and foreman train- 
ing was required on this point before 
substantial savings were realized. A 
striking but not unusual example of what 
can be done with indirect cost control is 
shown in detail in Exhibit A. Depart- 
ment X of this exhibit represents an 
actual department, and the figures shown 
are those taken from a company’s record 
which cover the operations of the de- 
partment from the first week in which 
the point system was used to the close of 
the field investigation in this depart- 
ment. This department was chosen for 
illustration in this article because it was 
one in which improved conditions were 
realized slowly but steadily. The re- 
sults of this department were the least 
Although standard results have not been 
favorable of any examined in detail. 
completely attained, total labor costs 
have been halved in 10 months’ time. 
Actual indirect costs at the outset in this 





17In a department with a point hour of 60, the 
“point” and the minute represent the same time 
period; where the point hour is 80, the point is 
equivalent to three-fourths of a minute of time. 


department were $1.09 Per 100 points 
and within 10 months they had been 
reduced to 32 cents per 100 points as 
against the standard of 30 cents, A 
more favorable example could have 
been secured easily; this one seemed to 
be a convincing illustration of the real 
merits of the point system in a difficult 
situation. 

The factory superintendent has in the 
supervision point hour a summary meas. 
ure of his foremen. When conditions 
are not what he expects, he can turn to 
the detailed analysis of the analysis 
sheet to discover the source of weakness, 
Expert service or educational methods 
may then be used to aid the foreman in 
applying corrective measures. 


The Point as a Planning Unit 


The point standards of a job are 
often useful to the planning department 
of the factory. Ordinarily, a schedule 
answers the questions of how long it will 
take to do a certain operation on a piece, 
how much work is ahead of a machine, 
and when the machine will be free for 
another job. Time is the element on 
which all these plans are based. Any 
attempt to use the point as a planning 
unit must take into acount the fact that 
the point is not a fixed unit of time, but 
rather a unit of effort, the rate of ex- 
penditure of which varies with the point 
hour of the operator. In a plant where 
the point system is firmly established and 
where the point hour of the laborers of 
each department is approximately the 
same from week to week, however, the 
point takes on the aspect of a time unit 
which can be used for planning and 
scheduling.*” 

The scheduling of work to machines 
may be considerably complicated by 
machine allowance time. It is possible, 
nevertheless, by converting points into 
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minutes, to secure a common unit for 
machine time and productive effort, the 
total of which may be used in preparing 
schedules. 

Even with its limitations, the point as 
a planning unit is superior to any gener- 
ally found in either a piece or a day 
wage plant. Ina piece rate plant no in- 
formation is readily at hand as to the 
time required to do a job. A piece rate 
factory has no unit comparable to the 
point hour with which to turn the 
standard into a time unit. It is, of 
course, possible in both of the latter 
cases to keep operating statistics which 
will furnish these data, but they are not 
usually so easily obtained as under the 
point system. 

Labor requirements in hours can be 
estimated by dividing the points of work 
scheduled for production by the point 
hour of the department concerned. 
These same scheduled points multiplied 
by the actual cost per point show the 
probable labor cost of the product, in- 
formation which may be useful for the 
financial operating budget. The esti- 
mating department may approach the 
problem of the cost of a prospective 
order by laying out an operation sheet 
with the point standards of each opera- 
tion indicated. By applying the actual 
costs, taken from the analysis sheets of 
the various departments, to these sched- 
ules points for the job, the total labor 
cost may be quickly estimated. 


A Method of Preventing Material 
Waste 


One criticism of the point system 
made in the study was that all the em- 
phasis was placed on labor problems and 
labor costs. It was suggested that the 
Principles of foreman responsibility 
and reward by premium for more than 
standard performance could be extended 
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to material costs and any burden ex- 
penses subject to the foreman’s control. 
It was thought that the economy factor 
might be made a weighted average of 
material and labor actual costs as com- 
pared to standard costs, rather than 
simple labor costs as at present. This 
step would affect only the foreman’s 
premium calculation. It would place a 
measurable responsibility for materials 
upon him.'8 

The reader should not conclude from 
this proposal that the point system en- 
tirely neglects material problems. In 
fact, careful inspection standards are set 
where necessary, and all operation 
standards state in writing the quality of 
the work to be done. This quality 
statement is a basic factor, moreover, in 
the time study. Yet the possibility of 
the waste of materials remains, and the 
proposal, if adopted, would offset that 
tendency, because the foreman would 
watch material usage in order to avoid 
waste and to meet standard material 
quantities. If a direct worker spoils 
material, his premium points earned 
may be reduced by a deduction for 
points spoiled. He too has an incentive 
to do good work. 

Cost and accounting aspects of the 
point system have been discussed 
throughout the article where necessary. 
Sources of savings in plants using the 
plan have been indicated. That these 
savings have been substantial and that 
that they have been maintained cannot 
be doubted. The range of net savings 
over previous total labor costs is from 
10% to 25%, the average being over 
15%. These savings are secured princi- 
pally as a result of the setting of more 
accurate standards, continual control of 
labor expense, and the incentive which 





18 Since the survey was completed, it has been 
learned that some plants have taken steps on their 
own initiative in the direction outlined. 
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keeps the men constantly utilizing their 
time to the best advantage. Some of 
the leading companies of the country 
point with pride to the savings already 
secured by investment in these careful 
standards. 


Limitations to Use of the Plan 


There are limitations to the adoption 
of the plan, however. First, there must 
be good management, at least at the 
top, which can lead and inspire those 
beneath. The point system is no cure- 
all; it is a body of principles that require 
intelligent use. If one seeks a panacea 
for industrial ills and is unwilling that 
it should require effort on his part, he 
should leave the point system alone. 

The second limitation to the use of 
the system seems to be the cost of time 
studies. If a company does not have a 
large volume of business to absorb the 
engineering costs involved, it may find 
it more economical to try a less effective 
method. Again, the cost is likely to be 
too high for a company with many un- 
like operations and thousands of stan- 
dards to be set, even if the total volume 
of business appears to be adequate. Yet 
it is surprising what can be done eco- 
nomically and accurately in the way of 
time studies. The current cost of opera- 
tion of the system is not excessive, and 
is no more than for any incentive plan 
of wage payment. 

In plants in which the speed of pro- 
duction can be adequately controlled by 


the speed at which the conveyor system 
of the assembly line is regulated, an 
incentive wage system and engineering 
standards for work may not be required, 

Perhaps the most striking feature of 
the system from a general point of view 
is its flexibility. A representative of 4 
large company stated that “the system 
is so broad in meaning and the applica. 
tion can be so differently applied” that 
resumé of his complete experience would 
be too long to embark upon. This 
flexibility is a source of strength. Instead 
of a plan that is forced upon a manage. 
ment without a change, point system 
principles are offered a management as 
tools to be developed and applied as the 
needs of the particular case and men 
require. 

Summary 


There has been no attempt in this 
article to compare the point system with 
other wage payment plans or control 
devices. Rather, the scope of the article 
has been limited to a summary of what 
the system really is, and to a statement 
of what its advantages and limitations 
were found to be in practice. The sys- 
tem has been spreading so rapidly in 
recent years that an appraisal of its 
results and possibilities seemed desirable 
for the business community. 

Critical study of the plan in operation 
has led to the conviction that the point 
system as a body of principles is an 
effective instrument of industrial con- 
trol. 
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CASE STUDIES IN BUSINESS 


MANUFACTURING VERSUS PURCHASING 


facturing concerns are constantly 

challenged by problems _necessi- 
tating a decision as to the extent to 
which they themselves can profitably 
produce the materials and parts needed 
in the operation of their business. In 
other words, how far are the economies 
of vertical organization applicable to 
the industries concerned ? 

In many instances the answer is simple 
and determined without conscious evalu- 
ation of the many factors concerned. 
Oil, for example, is frequently an indis- 
pensable adjunct of many businesses, but 
few concerns would. consider for a mo- 
ment the advisability of producing it 
themselves. A different aspect of the 
same principle is evident in the relation 
of pig iron to the United States Steel 
Corporation, where not the slightest 
question exists as to the economies se- 
cured by the development of company 
furnaces. On the other hand, there is a 
vast middle ground where the proper 
policy to pursue is not so obvious, and 
yet where an error of judgment may 
mean financial loss and perhaps vitally 
affect the future prosperity of the com- 
pany. It is the purpose of the following 
discussion to indicate certain of the more 
important factors that are likely to bear 
on problems of this nature, and to illus- 
trate their application through the me- 
dium of cases drawn from actual business 
experience. 


| \HE operating executives of manu- 


Stability of Demand 


Since the relative merits of any plan 
of procedure will be greatly influenced 





by the quantity of material to be con- 
sumed, the first step in the analysis 
should include a careful evaluation of 
the factors underlying the present or po- 
tential demand. 

Consider, for example, the case of 
newly organized industries, particularly 
those which are to produce a product 
unfamiliaz to the potential purchasers. 
Of necessity, because the development 
of such enterprises is fraught with uncer- 
tainty, a conservative policy would keep 
the investment in as liquid form as pos- 
sible pending the fundamental test of 
time. Viewed from this angle, there- 
fore, the objective of the production ex- 
ecutive should be the paring down of the 
fixed property accounts to a minimum 
by contracting for the use of equipment 
in other plants, thus reducing the risks 
of development. 

In other cases, the business may be 
old in the field and experiencing such an 
increased demand for its products that 
the acceptance of all orders will neces- 
sitate either an increase in the fixed 
investment or a resort to outside pur- 
chasing. This same growth in demand 
is likely to raise the further question 
whether or not it would prove more 
profitable to undertake the manufacture 
of certain parts or materials now ob- 
tained from outside sources. In both 
cases the answer will depend primarily 
upon the permanency of the present mar- 
ket, as to both price and quantity. 

The stimulation incident to extreme 
economic conditions is almost certain to 
be of a temporary nature, and hence ex- 
pansion during these periods is likely to 
result in heavy financial losses. Ordi- 
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narily the soundest plan would meet the 
unexpected or recurring peak loads 
by outside purchase, wherever possible, 
through shifting the risk to the vendor. 
It is possible, however, that the latter 
organizations are likewise under pres- 
sure from abnormal demand and, as a 
result, will be in no position to furnish 
satisfactory service. In such a situation, 
it is altogether probable that the long- 
run interest will be served best by limit- 
ing the orders taken to the capacity of 
the existing equipment. On the other 
hand, if the demand is evidently the re- 
sult of a normal growth and gives prom- 
ise of being maintained or increased in 
volume, then it is well to consider care- 
fully the possible economies of inde- 
pendent manufacture. 

In arriving at estimates of future de- 
mand, one of the more important con- 
siderations deals with the stability of the 
product itself. Where the industry is 
in a state of flux, as recently exemplified 
by the radio business, the successful con- 
cern must be in a position to exploit the 
newest developments without delay. Un- 
der such conditions, the organization 
which is extensively equipped to produce 
the old product is under a distinct handi- 
cap as compared with the business in a 
more flexible condition. The same gen- 
eral rule holds true in cases where the 
product is obviously of a temporary 
nature, catering perhaps to the immedi- 
ate whims of a fad-loving public. On 
the other hand, these very conditions of 
uncertainty may militate against the ex- 
pediency of outside purchase. Where 
the developments involved are not such 
as to require serious alteration in the 
producing equipment, but rather concern 
operation changes, greater flexibility 
may often be obtained, at a smaller ex- 
penditure of both time and money, by 
independent manufacture. 

In general, however, investments in 


producing equipment should be made 
cautiously, and only after investigation 
has given reasonable assurance that the 
demands will be of sufficient volume and 
duration to allow the amortization of 
such equipment out of earnings. 


Relative Costs 


Earnings are, of course, fundament. 
ally dependent on costs, and hence the 
second phase of the analysis should deal 
with an evaluation of the relative costs 
involved. The development of the so- 
called hand-to-mouth buying in recent 
years has tended toward the utilization 
of smaller but more frequent orders than 
would be considered economical for in- 
dependent shop production. Therefore, 
to make the data comparable, it is es- 
sential that the calculation for both pur- 
chasing and manufacturing be based on 
the same size of lot. 

In the case of outside purchases, the 
costs are relatively easy to determine; 
as a rule, they consist of the net billed 
price plus transportation or storage ex- 
penses, the latter including interest 
charges on the capital invested in in- 
ventories. 

The expenses incurred through manv- 
facture, on the other hand, are often 
more difficult to ascertain. As a rule, 
they are grouped under the captions “di- 
rect” and “‘indirect.’’ The direct costs 
are those expenditures which are di 
rectly attributable to the products in 
question—consisting of such items as 
raw material, labor, and transportation. 
In the case of certain technical products, 
an additional expense would be incurred 
because of the necessity of maintaining 
adequate research and development de- 
partments with their staffs of highly paid 
technicians. This expense alone is often 
of sufficient importance to forbid inde- 
pendent manufacture. The determina- 
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tion of the indirect charges is rendered 
dificult by the problems of joint costs 
and by the variety of methods by which 
such expenses are distributed. It would 
seem, however, that for the present pur- 
pose increment costs should be employed 
_that is, the extent to which the total 
overhead charges are increased by the 
inclusion of the desired articles in the 
production programs. It would be clear- 
ly inaccurate to include the item of su- 
perintendence, for example, if the outgo 
for that element was in no way altered 
by the proposed policy. It is, then, the 
net eflect which is desired. 

In this connection, it is important to 
bear in mind the matter of depreciation 
or amortization charges. Where addi- 
tional equipment is to be required, a spe- 
cial rate should be computed, based not 
only upon the mechanical life of the ma- 
chine, but also upon the previously esti- 
mated period of demand for the product 
which it is to produce. The so-called 
blanket rates found in many establish- 
ments should be discarded for the pur- 
pose at hand as likely to inject error into 
the analysis. 

The results derived from comparisons 
made as outlined above will vary accord- 
ing to the particular conditions involved, 
but, as a general rule, the smaller the 
quantity of material consumed, the more 
probable it will be that outside purchas- 
ing will allow the buyer to derive some 
of the benefits of another’s large-scale 
production. The consideration of rela- 
tive unit costs alone, however, is not con- 
clusive evidence of the ultimate economy 
of either policy. 


Relative Quality 


Up to this point, it has been assumed 
that the requirements of quality could 
be equally well met whether the deci- 
sion favored purchasing or manufacture. 
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In actual practice, however, such is fre- 
quently not the case. 

It may happen that the quality factors 
are of such importance as to make 
satisfactory purchasing impossible, or 
fraught with heavy risk. In such in- 
stances the potential damage to the 
company’s reputation in the case of fail- 
ure to obtain material of satisfactory 
quality may warrant the development of 
an independent organization for pro- 
duction, in order that control of qual- 
ity may be maintained. If the unit costs 
are consequently higher than the market 
rates for similar products, the difference 
must be considered as a form of insur- 
ance premium. 

On the other hand, the existence of a 
fundamental patent or other source of 
monopoly control may handicap inde- 
pendent production of any but inferior 
or inadequate products. Such control is 
sometimes obtained through secret proc- 
esses or through an exceptional corps of 
highly skilled men—mediums which can- 
not be duplicated without great expendi- 
ture of time and money. 

The favorable characteristics of a 
product, however, are of little value to 
the industrial consumer until delivered 
into his control; hence, the analysis of 
quality and security should be extended 
to include the sources of supply. 


Stability of Sources of Supply 


When the volume of external pur- 
chases amounts, or would amount, to a 
considerable portion of the supplier’s 
total output, it is frequently possible to 
maintain the service desired through 
representation on the board of directors. 
In the majority of cases, however, such 
an arrangement would not be possible. 

The prompt and continuous receipt 
of materials will depend to a large ex- 
tent upon the existence of sound business 
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health in the supplying company; hence, 
such points as market stability and finan- 
cial strength should be investigated. 
Other factors of importance deal with 
the relative accessibility of the plants, 
especially in connection with the prob- 
lems represented by the possibility of 
transportation tie-ups or delays. Any 
situation which would require the main- 
tenance of large reserve stocks for 
emergency purposes would diminish the 
apparent advantage of outside purchase. 

The existence of a number of poten- 
tial sources of supply would add an ele- 
ment of greater security, since in case 
of difficulty the production program 
would not be dependent upon a single 
source. A competitive situation always 
helps to prevent the possibility of fu- 
ture squeezing operations both as to 
price and service. 


Advertising and Sales Considerations 


An entirely different aspect of the ques- 
tion of purchasing versus manufacturing 
is found in the possible promotional ad- 
vantages to be secured by the utilization 
of a well-known product. Modern ad- 
vertising appeals frequently stress the 
fact that this particular machine con- 
tains roller bearings of a certain well- 
known brand, or that this automobile 
has a body made by this or that com- 
pany. The idea in each instance is the 
capitalization of the good will supposed 
to have accrued to the other concern. 
The effectiveness of such endeavors will 
depend to a great extent upon the im- 
portance of the article in the finished 
product and upon the buying motives 
which actuate the ultimate consumer. If 
the identity of the part in question is 
submerged in the unit as a whole and if 
the fundamental appeal is in general ap- 
pearance or performance, the actual 
value of the trade name of any particu- 
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lar part is open to serious question, On 
the other hand, if the sales of a product 
are appreciably stimulated by the jp. 
corporation of a purchased unit which 
is favorably known, the question may 
well be raised how far it is wise to de. 
velop good will upon the reputation of 
products outside the control of the manv. 
facturer. In general, therefore, the ad. 
vertising or sales advantages should be 
conservatively estimated. 

The points for consideration in any 
particular case will very likely include 
others than those here discussed, and the 
order of importance certainly will vary. 
Three cases have been included as pre- 
senting typical problems faced by the 
manufacturing executive. 


TELTON Motor Truck Company 


The Telton Motor Truck Company, 
recently organized in a small city in the 
Middle West, was within easy distance 
of several large industrial centers. The 
capital had been raised largely from 
local sources. The nucleus of an ad- 
ministrative organization had been as- 
sembled and designs had been organized 
for the production of a single, standard 
type of truck chassis upon which vary- 
ing bodies could be placed. It was the 
expectation of the company that there 
would be a production of approximately 
1,000 trucks a year. The factory sell- 
ing price of the chassis was to be ap- 
proximately $2,000. . 

During the period of organization, 
the company officials were approached 
by a representative of the Lorenton 
Transmission Company, an organization 
which was devoted solely to the manv- 
facture of truck transmissions. It was 
stated that this company was in control 
of patents which allowed it to produce 
a transmission unusually qualified to 
withstand the heavy service required of 
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such truck mechanisms. Manufacture 
of transmissions was limited to a few 
standard types, diversification being al- 
lowed only with respect to the outer cas- 
ings and means for connecting the trans- 
missions to the chassis, motor, or pro- 
peller shafts. Production for the past 
vear had exceeded 25,000 transmissions, 
and an increase in output was antici- 
pated during the coming year. 

Furthermore, it was held that the 
Lorenton transmissions were now in use 
upon several successful makes of trucks, 
and this fact, coupled with the repu- 
tation which these transmissions had 
gained for themselves among truck op- 
erators, carried valuable advertising fea- 
tures in the sale of the Telton Motor 
Truck Company’s product. If the Tel- 
ton Company should purchase these 
transmissions, it would not be required 
to invest heavily in fixed assets in the 
form of buildings or machinery for the 
manufacture of transmissions. Inven- 
tories of raw materials and stock in 
process or finished assemblies could also 
be maintained at a lower level. Trans- 
missions could be purchased on a three 
months’ commitment basis. The Loren- 
ton Transmission Company was located 
in a nearby town, and transmissions 
could be delivered by truck. That com- 
pany maintained an ample stock of ser- 
vice parts at its factory, and the Telton 
Company, therefore, would require only 
a small skeleton stock which could be 
replenished conveniently by truck de- 
liveries. 

[he Lorenton Transmission Com- 
pany was spending considerable sums an- 
nually in engineering research directed 
toward the constant improvement of 
their product. The present designs had 
been thoroughly tested through practical 
use and were known to be adequate. Fur- 
thermore, the Lorenton Company had 
gradually assembled a force of em- 
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ployees who were unusually skilled in 
manufacturing operations, such as gear 
cutting and grinding. The quality of 
their work would be difficult to dupli- 
cate. The designing engineer reported 
that the transmission could be suitably 
introduced into the present truck design 
without loss in the mechanical balance of 
operating parts. 

The representative of the Lorenton 
Transmission Company was asked why 
the excellence of the product did not 
make it possible to sell the entire output 
to some large truck manufacturer. He 
answered that the policy of the Loren- 
ton Transmission Company had been to 
distribute the sales of its product so that 
no one company would control its out- 
put. Thus the market risk was reduced. 


Commentary 


The problem of the Telton Motor 
Truck Company is typical of the new 
organization entering a highly competi- 
tive field in a comparatively small way. 
The past history of the automobile busi- 
ness has been characterized by a con- 
tinuous decrease in the number of con- 
cerns in the field, together with a com- 
pensating increase in the size of the re- 
maining corporations. As a consequence, 
the Telton Company must develop a 
market in competition with mass pro- 
duction, extensive service organizations, 
and virtually unlimited capital—advan- 
tages which are not enjoyed by the new 
concern. Since success against such odds 
is at best uncertain, the investment 
should be kept as liquid as possible un- 
til time has proved the wisdom of the 
venture. 

The estimated production of 1,000 
trucks a year would call for but three or 
four transmissions a day; hence, it is 
altogether probable that the costs of in- 
dependent manufacture would greatly 
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exceed those incurred by the purchase of 
the Lorenton product. The decision, 
however, is a matter of increment costs 
and will depend upon whether or not 
other units to be made, if any, require 
the skill and equipment necessary to 
make transmissions. If such are avail- 
able, it may very well be that production 
of transmissions could be carried on with 
but very little increase in either the fixed 
or operating costs. 

The readily accessible location of the 
Lorenton Transmission Company would 
practically eliminate the danger of tie- 
ups occasioned by transportation delays 
and hence would materially reduce the 
size of the reserve inventories. Like- 
wise, the ability to utilize the standard 
product without special changes operates 
to cut down the ordering periods and 
therefore the reserve requirements. The 
fact that the Lorenton Company ap- 
pears to be free from the domination of 
any one concern aids in placing the Tel- 
ton Company on a reasonably equitable 
basis as regards service. 

Furthermore, since the transmission 
is an important part of the truck, it is 
important that all failures be reduced 
to a minimum. Since the Lorenton unit 
has proved dependable in actual service, 
as contrasted with the paper condition 
of the Telton product, it might be ad- 
vantageous to use the former until the 
latter had been thoroughly tried out in 
an experimental chassis. By this means 
it might be possible to place the truck on 
the market sooner than would be other- 
wise possible. 

The advertising benefits suggested in 
the case are probably more fancied than 
real and should not influence the deci- 
sion. It is doubtful whether the poten- 
tial truck customer cares who made 
the transmission, provided the car as a 
whole meets with his requirements. Fur- 
thermore, the good will to be developed 
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should accrue to the Telton Company 
and should not rest on the exploitation 
of outside products which are beyond 
its control. 

It is true that the use of the purchased 
unit subjects the company to constant 
risk through the failure of the supplier 
to maintain quality. This is an impor. 
tant consideration, since it is impossible 
for the Telton Company to test effecty. 
ally the completed unit, but in view of 
the demonstrated quality of the units 
now in service and the obvious impor. 
tance of maintaining their reputation, 
the practical risks involved are probably 
not great. 

By far the most important factor in 
the whole situation, however, is the need 
for avoiding unnecessary plant invest- 
ment until the success of the venture is 
assured. Since the other considerations 
involved offer no serious objection to 
outside purchase, the expedient policy 
for the Telton Company would seem to 
call for the use of Lorenton transmis- 
sions. 


ATLANTIS RIVER FOUNDRY COMPANY 


The Atlantis River Foundry Com. 
pany specialized in the production of 
textile machinery, the value of which 
averaged between $3,000,000 and $4,- 
000,000 annually. The factory was lo- 
cated in a city where there were not sul: 
ficient foundries to fill the company’s 
requirements for castings. As a result, 
a portion of the castings had to be pur 
chased from foundries in other cities. It 
was difficult in periods of business pros- 
perity to secure prompt deliveries, be: 
cause the foundries often were fully 
occupied in filling orders for other com- 
panies and because of the delays incident 
to shipments made from other cities. 
One policy of the managers was that the 
company should be operated as nearly as 
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possible as a complete unit. . It was pro- 
nosed, therefore, that additional invest- 
ment should be made to provide a foun- 
dry adjacent to the existing factory. 

‘An analysis of the cost of machines 
manufactured showed that normally iron 
castings represented nearly one-fifth of 
the complete cost of each machine. The 
relative proportions of factory costs are 
shown by the following table: 


Cost FAcToRS 





“Castings from foundries............+++. 18% 
Raber... .si0sesdck sean eekae eens 15 
wt, Pr ee 10 
Worked materials..........+sseeecesees 16 
Finishing processes .......+++eeeeeeeeee 3 
Factory €XPeMse.......eeeeeeeceeeeeeeee 38 

Total factory cost of output........... 100 





From this table it appears that the 
value of castings used in assembling the 
machines exceeded slightly the value of 
parts which the company manufactured. 
In order to insure steady production and 
to eliminate delays in factory schedules, 
it was necessary for the company to pur- 
chase sufficiently large stocks of castings 
to avoid the risk of shortage during peri- 
ods of prosperity. This involved the in- 
vestment in castings of more working 
capital than the company deemed justi- 
fable. Furthermore, the quality of cast- 
ings delivered by outside foundries was 
not always in accordance with the com- 
pany’s specifications and, although such 
castings often were used, changes were 
necessary in the methods of processing 
them. When the castings were harder 
than specified, tools used to machine 
them required more frequent repairs and 
renewals. 

It was estimated that an investment 
of $250,000 would be required to con- 
struct and equip a foundry adequate to 
handle the company’s orders for cast- 
ings. The company had been managed 
conservatively from its inception and 
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was able to finance the proposed foundry 
without stress and without issuing addi- 
tional securities. It was found, however, 
that a foundry of the size contemplated 
could not be operated economically if 
it were to produce only the castings used 
by the company, because they were al- 
most entirely of small size and of speci- 
fications calling for expensive molding 
processes. If constructed, therefore, it 
would be necessary for the foundry to 
obtain sufficient orders for heavy iron 
castings from nearby manufacturers to 
make possible a uniform and economical 
production. It was expected that orders 
from outside companies could be ob- 
tained readily and without additional 
sales expense, in volume large enough to 
allow the foundry to pay all fixed and 
operating charges. In that case, cast- 
ing required by the Atlantis River 
Foundry Company would be billed to it 
at approximately cost figures, and a 
profit would be realized on work done 
for outside companies. 


Commentary 


According to the problem, the diff- 
culties experienced by the Atlantis River 
Foundry Company in getting adequate 
service from foundries occur only dur- 
ing periods of business prosperity ; hence, 
the first step in the analysis should in- 
clude a careful estimate of the character 
of the business, its steadiness and prob- 
able future movements. Obviously, the 
demand is derived from and will tend 
to follow the ups and downs of the tex- 
tile industry. The important factor to 
be ascertained will be the probable pro- 
portion of the operating period during 
which congested conditions are likely to 
exist. If the period is relatively small, 
the wisdom of increasing the fixed in- 
vestment is open to serious question, 
since the increased overhead burden may 
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more than offset the temporary better- 
ment of service. 

In this connection it is to be noted 
that in order to operate economically, 
the new foundry would be obliged to se- 
cure contracts for outside work. The 
succes3 of this scheme must depend some- 
what upon the relation between the ex- 
cess capacity of the proposed foundry 
and that of the foundries in the district. 
A comparatively large excess might 
prove to be costly, in spite of the opti- 
mistic hopes of the officials. If the out- 
side work is of the jobbing type, the 
volume is always uncertain and the con- 
stant change in design prevents that 
familiarity with the job which is con- 
ducive to low operating costs. Further- 
more, the slack and rush periods for 
such work are very likely to correspond 
with those of the Atlantis Company. 
The certain competition from other 
foundries during the off peaks would 
only aggravate the situation. The same 
general situation would hold for regu- 
lar contract work, and, in addition, 
would furnish the embarrassment to the 
foundry of being under obligations to 
supply the client when the capacity 
might be otherwise needed. During 1919 
and 1920 another large manufacturer of 
textile machinery was faced with a simi- 
lar problem and decided to build the 
foundry. Since 1921, however, this 
company has been endeavoring to ease 
the burden by undertaking a jobbing 
business in castings. 

In general, therefore, it is unwise to 
make investments which can be utilized 
to advantage only during peak loads. If 
the necessary supplies cannot be secured 
from other producers, it would be safer 
to limit production to existing capacity. 
Frequently, however, delivery may be 
obtained even during rush periods, pro- 
vided the purchaser is willing to pay the 
necessary premium. 


GALBRAITH Company 


When the engineers of the induction 
motors department of the Galbraith 
Company decided to market a new line 
of motors, the production department 
had to determine, among other ques- 
tions, whether to buy or to make the 
conduit boxes and oil-gauge elbows. The 
specifications called for one conduit box 
and two oil-gauge elbows per motor, 
and the production schedule specified 
500 motors a week. The boxes could 
be shipped separately, but the oil gauges 
had to be put on the motors before test. 

The foundry at the main plant was 
equipped, and the machine tools in the 
motors department were designed, pri- 
marily to handle a larger type of work. 
It was possible, however, for both the 
motor department and the foundry to 
equip for the smaller work, but the 
equipment would encroach upon space 
which might be needed in case of expan- 
sion in the more important work. It 
was estimated that with the proper 
equipment installed and with a liberal 
allowance for overhead, the home foun- 
dry and the motor department on short 
runs could produce conduit boxes 2 to 3 
cents cheaper than the quotation from 
an outside foundry. The costs of con- 
duit boxes cast and machined in an out- 
side foundry ranged from $1.35 to 
$1.75 apiece, according to the size of 
the box and the length of run possible. 
The oil-gauge elbows could be pur- 
chased for approximately 5 cents each. 

The outside foundry under considera- 
tion was located 16 miles from the Gal- 
braith Company and was accustomed to 
handling and machining this smaller line 
of apparatus. For the proper schedul- 
ing of the foundry machine tool equip- 
ment and the securing of long runs, the 
company would have to place orders for 
conduit boxes and oil-gauge elbows far 
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in advance of requirements. In case 
shortage developed, it would cost more 
to send a special chaser to this foundry 
for the needed parts than to send him 
to the home foundry or the section of 
the induction motors department which 
might be machining the castings. If the 
material were produced at the outside 
foundry, a buffer stock of four to six 
weeks’ supply would have to be main- 
tained, whereas a buffer of a week’s sup- 
ply or less should be ample for the home 
plant. To avoid carrying a large buffer 
stock when the material came from the 
outside foundry, a strict adherence to 
short-run schedules would be required 
of the foundry management. This would 
iustify the outside foundry in charging 
a higher price for the material than it 
would cost the company to produce it in 
its own plant, and in addition it would 
delegate to an outside firm the control 
of one of the factors which determined 
whether motors could be shipped to cus- 
tomers according to promise. 


Commentary 


From the standpoint of relative costs, 
there is little to choose between the two 
methods, since the few cents saving per 
unit is of small consequence when com- 
pared with the price of the completed 
motor. Even the aggregate saving per 
week on conduit boxes amounts to but 
between $10 and $15, margins which 
might easily be swallowed by fluctuation 
in the operating expenses. 

The parts in question are simple in 
design, relatively cheap, and of minor 
importance in the construction of the 
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motors. There is, therefore, no objec- 
tion to outside purchase from the stand- 
point of quality control. Furthermore, 
with the aid of the telephone, trucks, 
and an efficient scheduling department, 
there seems to be little reason to fear 
difficulties in meeting shipping require- 
ments. 

Finally, inasmuch as the needs of the 
heavy department are expected shortly 
to require the present excess capacity, it 
would seem better organization not to 
inject other types of work. If the growth 
is to be continuous, new capital will u!ti- 
mately be required for extended capac- 
ity; then it may well be that the small 
parts under consideration can be ef- 
fectually fitted into the production 
schedule. Hence, by purchasing on the 
outside at the present time, it may be 
possible to postpone the need for fur- 
ther investment in the plant; the charges 
thus saved are likely to more than off- 
set the apparent saving. 


Summary 


In substance, the discussion of the 
preceding pages would indicate the fol- 
lowing general principles: 


A. That outside purchasing tends to be- 
come more advantageous when: 

1. The demand is small and uncertain; 

2. The part is relatively unimportant in 
the finished product ; 

3. The part is of a standardized type which 
may be readily secured. 


B. Independent manufacture tends to be 
desirable when: 

1. Demand is large and increasing ; 

2. The part is important and demands 
first-hand control. 
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HARVARD BUSINESS REVIEW 


DISTRIBUTION PROBLEMS OF A COTTON MILL 


NE of the chief problems of many 

manufacturers today consists in 
attempting to determine the ultimate 
answer to the question, “How can I 
most effectively market my product?” 
Some manufacturers have deliberately 
depended upon their ability to produce 
and sell at low cost. Price appeal is 
their answer to the question. Others 
have attempted to build up brand repu- 
tations for their trade-marked products, 
thereby lifting these products out of the 
field of pure price competition. In the 
process, however, they have encoun- 
tered, among other problems, one of 
predatory price cutting, which has 
tended to associate their merchandise 
with cheap goods of lower quality and 
which has made it difficult to distribute 
merchandise satisfactorily through the 
usual wholesale channels. 

The object of this article is not to at- 
tempt to solve the complex problems 
involved in the distribution of a branded 
product. It is rather to present in an 
analytical manner the solution reached 
by one company which was confronted 
by those problems—a solution which is 
novel in itself and which involves a 
principle of broad application. 


The Company’s Products and 
Their Distribution 


The Tousley Manufacturing Com- 
pany was a cotton mill manufacturing 
fine cotton dress goods, rayon-filled dress 
goods, shirtings, draperies, and other 
yarn-dyed fabrics. The nature of the 
products in 1926 was such that the com- 
pany believed it could raise those prod- 
ucts out of the class where competition 
was based purely on price. The com- 
pany was attempting to accomplish this 
end by manufacturing goods of high 


quality, by furnishing those goods jn 
stylish pattern and color, and by creat. 
ing among consumers a demand for the 
product through brands and advertising. 

The production of the mill was sold 
through a selling agent, but the intimate 
connection between mill and agent 
brought about by joint ownership of the 
mill property made the selling agent, in 
fact, the sales department of the mill. 
The coordination between the two was 
close. The selling agent also handled 
other non-competing textile products. 

The goods manufactured by the mill 
were sold to two chief classes of custom. 
ers: first, dry goods wholesalers, who 
absorbed about 65% of the mill’s out- 
put and who resold their purchases to 
unit stores, department stores, and small 
manufacturers; second, larger manufac- 
turers, or cutters-up, who absorbed the 
remaining 35% of the mill’s output in 
making dresses, shirts, and upholstered 
furniture. 


Distribution Problems Encountered 


In distributing its products the com- 
pany was confronted by certain problems 
which were inherent in the cotton in- 
dustry at the time. Public favor seemed 
to show a trend away from yarn-dyed 
cotton goods toward printed cotton, silk, 
and rayon materials. Style changes came 
with disconcerting rapidity. Since the 
time elapsing between design of a new 
fabric and its production for sale was 
from six to eight months, this factor of 
rapid change made the production of 
style merchandise a hazardous under- 
taking. The customers of the company 
insisted on doing their buying from hand 
to mouth, not only because of the risk of 
style obsolescence accompanying large 
purchases, but also because of steadily 
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declining prices. Hand-to-mouth buy- 
ing, therefore, made the establishment 
of satisfactory production schedules dif- 
ficult. ee ; 

The basic problems of declining prices 
and rapid style change apparently could 
not be affected materially by the one 
company acting single-handed. While 
the mill attempted to do its share to- 
ward bringing yarn-dyed goods back 
into public favor, toward shortening the 
time between fabric design and produc- 
tion, and toward stabilizing prices, these 
problems were industry-wide and could 
be solved only by industry-wide atten- 
tion. 

Though conditions in the industry 
were rapidly changing, dry goods whole- 
salers in general were slow to adapt 
themselves to the changing situation. 
Large department stores and buying 
syndicates were able to buy as large 
quantities as the wholesaler, or larger, 
and desired, of course, to obtain the 
savings of buying direct from the manu- 
facturer. Many wholesalers’ stocks of 
the Tousley Manufacturing Company’s 
products were inadequate because of 
their policies of hand-to-mouth buying 
and fear of losses from style obsoles- 
cence. Though in many cases a whole- 
saler’s stock was incomplete, he would 
object to direct selling by the mill to a 
department store, in spite of the fact 
that the store might be as large a poten- 
tial customer as the wholesaler himself. 
Up to the time the problem arose, the 
mill had encouraged all customers to 
purchase through wholesalers, but had 
found it necessary to sell direct to some 
few buying syndicates who would have 
bought from the mill’s competitors if 
refused the opportunity to buy direct. 

[he Tousley Manufacturing Com- 
pany had difficulty in solving its prob- 
lem of getting away from price competi- 
tion by the use of brands, first, because 





large purchasers were accustomed to 
wield their buying power as a club to 
force prices down, and, second, because 
some wholesalers were inclined to cut 
prices on the products of the company. 
The mill's brands were well known 
among those who purchased from the 
wholesalers. In order to secure orders 
for merchandise less well known but 
carrying a higher gross margin, a few 
wholesalers would cut prices on the 
branded merchandise of the Tousley 
Manufacturing Company, using that 
merchandise as a “loss leader.” The 
result was that the mill’s brands were 
associated with cheap merchandise of 
inferior quality, and more important, 
wholesalers were reluctant to push the 
quantity sales of Tousley Manufactur- 
ing Company products on account of the 
low margin obtained. 


The Issue 


In attempting to better the situation, 
aside from the problems inherent in the 
entire cotton industry, the Tousley 
Manufacturing Company felt that it 
should consider its problem in two 
phases, the second dependent upon the 
solution of the first. 


1. Should more sales be made direct to the 
retail trade? 

2. If not, how could present distribution 
be made more effective? 


Should More Sales Be Made Direct 
to the Retail Trade? 


One possible solution of the distribu- 
tion problem of the company was to 
discontinue the existing method of sell- 
ing through wholesalers and to establish 
a selling staff which would sell direct to 
the retail trade—the customers who 
formerly bought from the wholesalers. 
This step had been taken by several 
companies who found themselves con- 
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fronted by the problems described above, 
and in some instances the measure had 
been successful. 

The idea presented a number of signi- 
ficant advantages. Primarily, it offered 
an aggressive means for building up the 
sales of the company at a satisfactory 
gross margin. Wholesalers carrying a 
wide line of merchandise and several 
brands could not logically be expected to 
push a particular line or brand with 
any great effort. The company’s own 
salesmen, on the other hand, would be 
carrying fewer lines and could therefore 
put more energy into the sales of those 
they did carry. This aggressive selling 
policy would help to build up the repu- 
tation of the company’s brand as well as 
to increase the sales of the products. 

If direct selling should be decided 
upon, goods would reach the consumer 
with less delay than if sold through 
wholesalers. This fact was of especial 
importance because of the style element 
in the company’s products. Cutting 
down the interval between the times of 
production and of purchase by the con- 
sumer would result in cutting down 
losses from style obsolescence of mer- 
chandise. The close contact with the 
retail market would enable the company 
to sense style trends more readily and 
to keep its styling department in touch 
with current demand. In designing style 
products this contact would be of signi- 
ficant value. 

Direct selling would enable the com- 
pany to eliminate the cut-prices policy 
which some wholesalers had practiced 
on the company’s branded goods in using 
those goods as “loss leaders.” Prices 
consistent with the quality and style of 
the merchandise could be maintained 
more easily if a selling force under the 
control of the company itself were em- 
ployed in selling to retailers. The com- 
pany could not insist that wholesalers 


maintain prices at a level yielding 
normal margin of profit if it distributed 
through wholesale channels.’ The most 
effective means by which prices could 
assuredly be held to profitable levels was 
through direct sales. 

The establishment of a sales force 
dealing directly with the retail trade 
would eliminate some of the major prob. 
lems which the company faced. Large 
retailers, chain stores, and buying syndj. 
cates refused to buy through wholesalers, 
If the wholesalers were eliminated from 
the company’s distribution scheme this 
difficulty would automatically disappear, 
It would no longer be necessary to make 
concessions to wholesalers who protested 
against the company’s selling to depart- 
ment stores or to small and medium. 
sized manufacturers and cutters-up. 

The company felt that it was justified 
in taking over the wholesaler’s function 
because the wholesalers themselves were 
not performing that. function satisfac. 
torily. Instead of carrying ample stocks 
and a full selection of the company’s line 
of products, most wholesalers were keep- 
ing stocks at a minimum and in many 
cases were without a representative se- 
lection of merchandise. Hand-to-mouth 
buying had shifted a large share of the 
burden of stock carrying to the manv- 
facturer. To the extent to which that 
burden had been shirked by the whole- 
saler, the company felt that the existence 
of the wholesaler was unjustified. 

The Tousley Manufacturing Con- 
pany was in a position to distribute its 
products direct to the retail trade be- 
cause the larger stores were its chief 
outlets. This fact simplified the prob- 
lem of direct selling by narrowing down 





1A discussion of the problems of price mainte 
nance and predatory price cutting may be found iD 
an article by Melvin T. Copeland, “Standardized 
Resale Prices,” Harvard Business Review, Vol. 4, 
No. 4, July, 1926. 
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the field of customers from which profit- 
able business might be sought. The 
lines of the Tousley Manufacturing 
Company were inclusive enough to sup- 
port direct selling in the more densely 
populated districts. The lines of the 
other companies which the selling agent 
represented would help support a direct 
selling force in other territories. 

In contrast to the rather attractive 
possibilities offered by a policy of sales 
direct to the retail trade were the prac- 
tical difficulties involved. Direct selling 
was expensive. Though undoubtedly it 
was more aggressive, the additional 
eflort involved was obtained only with 
commensurate increase in expense. The 
company was not able to spread its sell- 
ing expenses over a wide variety of lines, 
as were wholesalers. Direct selling in- 
volved employing and training a sales 
force very much larger than the existing 
one. These new salesmen would neces- 
sarily be of a type different from those 
already with the company, since the 
ability required was different. The com- 
pany was not familiar with the problems 
of handling salesmen who sold direct to 
the retail trade. The new, large sales 
force would lack the flexibility of the old 
organization and would saddle the com- 
pany with a heavy current selling cost. 

Another unfamiliar and serious prob- 
lem accompanying a direct selling policy 
was that of credit. A large and well- 
informed credit organization would be 
essential to satisfactory operation of the 
plan. The company could not handle 
the problem of granting credit to the 
retailer of dry goods as well as could 
the wholesalers. The wholesalers not 
only had fewer accounts with which to 
keep in touch, but they also had the 
advantage of being in the same general 
locality as the retailers and thus in 
closer touch with their affairs. Even 
after having built up a credit depart- 
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ment, therefore, it would be difficult for 
the company to effect credit control as 
satisfactorily as could the wholesalers. 
The large number of small retailers, 
scattered over a wide territory, offered a 
serious obstacle to successful direct sell- 
ing. The lines of the company were not 
wide enough to sell these customers at a 
reasonable expense. Ill will of the 
wholesalers toward the company, if it 
started to sell direct, would prevent the 
company’s goods from getting to these 
small retailers through wholesale chan- 
nels. Hand-to-mouth buying would make 
the units of purchase small and there- 
fore expensive to handle from the mill. 
Retailers in many cases were not accus- 
tomed to buying direct from the mill 
and might prefer the more rapid service 
usually obtainable from wholesalers. 
Still another important consideration 
militated against a policy of direct sales. 
The unsatisfactory profits of recent 
periods had awakened wholesalers to 
the necessity of adjusting themselves to 
changed circumstances. There are cer- 
tain functions in distribution to be per- 
formed. If the wholesaler is to exist, 
he must realize the necessity of perform- 
ing these functions which he is usually 
best qualified to perform; that is, grant- 
ing credit to the retailer, giving him an 
opportunity to select from adequate 
stocks, and supplying a requisite delivery 
service. The difficulty of the Tousley 
Manufacturing Company did not lie 
fundamentally in the channel of distri- 
bution employed, and to adopt direct 
selling as a solution for all the com- 
pany’s distribution problems would have 
been unsound. The dis‘ribution through 
existing methods was wide, and whole- 
salers were perhaps carrying on their 
business as satisfactorily as could be 
expected under the difficult conditions 
confronting them, namely, rapid style 
changes, and constantly declining prices. 
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To summarize: it was apparent that 
direct selling offered opportunities for 
more aggressive sales effort, for em- 
phasis of the company’s brand, for 
elimination of predatory price cutting by 
wholesalers, and for better contact with 
style trends and with the consumer’s 
point of view. On the other hand, it 
brought up extremely difficult and intri- 
cate problems of building up new sales 
and credit organizations. Direct selling 
would be expensive and unsatisfactory 
in reaching the small retailer. The 
wholesalers would be lost as customers 
as soon as the policy became known, and 
it was sure to take considerable time to 
build up an effective direct sales force. 
Sales during the interval were certain to 
fall alarmingly. These facts, together 
with a realization that the wholesalers 
were beginning to adapt themselves to 
changed conditions, led the Tousley 
Manufacturing Company to a decision 
not to make more sales direct to the 
retail trade. The problems of the com- 
pany would only be replaced by others, 
perhaps more serious, if existing chan- 
nels of distribution were changed; hence, 
it was felt that the solution lay in im- 
proving existing methods, rather than 
in instituting new ones. 


How Could Present Distribution Be 
Made More Effective? 


Having definitely cast their lot with 
that of the dry goods wholesaler, the 
Tousley Manufacturing Company was 
still confronted by the problem of how 
to make the wholesale method of distri- 
bution more satisfactory. Numerous 
suggestions were made, some of which 
were found to be practicable. These 
were adopted as soon as their value was 
apparent. Production methods were 
studied in an attempt to shorten the 
manufacturing process. This was desir- 
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able in order to lessen the likelihood of 
style obsolescence. Special attention was 
directed toward the forecasting and de. 
sign of styles, so that fabrics would be 
manufactured only in designs which 
were most likely to be profitable. 
These measures, however, did not 
affect one of the company’s major prob. 
lems—severe cutting of prices on its 
branded products by certain wholesalers. 
Because of the decision to continue dis- 
tribution through the existing whole. 
salers, it was necessary to devise a sales 
plan that would protect them from losses 
due to price cutting tactics. The com. 
pany decided to distribute its fabrics on 
a consignment basis, title to the goods 
to be retained by the mill until sold by 
the wholesaler. These fabrics were sold 
in both staple and fancy patterns, the 
range of fancy patterns being completely 
changed twice a year to conform with 
changes in fashions from spring to fall 
and from fall back to spring. The fab- 
rics had long been nationally advertised 
to the consumer, and the name had long 
been associated with high quality. 
The operation of the new plan of 
selling involved the appointment of the 
wholesaler as the agent of the mill. The 
contract between the two stipulated that 
the wholesaler should sell goods con- 
signed to him at a certain price from 
which he was allowed to deduct a cer- 
tain percentage as his commission. The 
price and commission were uniform for 
all wholesalers who became agents of 
the mill, and no cloth was consigned to 
any wholesaler who did not sign a con- 
tract. The commission was paid in 
two parts. The contract provided that 
the agent should advance to the mill 
payment for the goods within the ma- 
turity date of the consignment invoice. 
The same terms were granted by the 
mill as were granted in the case of goods 
sold outright. The amount of the 
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agent’s advance was the gross amount 
of the bill at the contract price per yard 
less the first portion of the agent’s com- 
mission. The second portion of the 
agent’s commission was payable twice a 
year and was dependent solely on the 
quantity of goods sold. The contract 
provided that the agent would not be 
entitled to the second portion of the 
commission unless he sold during the 
life of the contract, one year, 90% of 
the goods invoiced to him. In return, 
the mill, as owners of the goods, as- 
sumed all the risk of depreciation in the 
value of stock in the agent’s hands, so 
that the agents were given practical 
stock protection. The total commissions 
were adequate to take care of the agent’s 
expenses of selling and to give him a 
profit in addition. 

Consignment selling, not necessarily 
in the precise form described above, was 
familiar to manufacturers in some other 
lines of business, but was new to the 
textile industry. The plan in the case 
of textiles undoubtedly had drawbacks 
which might limit its practicability. In 
order to carry out the agency intent of 
the contract, it was necessary for the 
company to accept a certain amount of 
returned merchandise. This necessity 
placed upon the manufacturer a risk of 
style obsolescence which had formerly 
been carried by the wholesaler. The 
latter, knowing that he could return 
merchandise, might be inclined to over- 
order. This inclination was partially 
overcome by the undesirably large 
amounts of money tied up as advances 
to the manufacturer when stocks larger 
than necessary were carried. It was still 
further mitigated by the fact that the 
company took the point of view that the 
merchandise was the company’s and that 
it could send the wholesaler only such 
quantities as it felt was advisable, if such 
steps ever appeared to be necessary. 
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In order to plan its price policies, it 
was essential that the company know the 
stocks on hand at the wholesaler’s ware- 
houses. This required that the com- 
pany persuade its customers to send in 
monthly reports showing their inven- 
tories of the Tousley Manufacturing 
Company’s products. The difficulty of 
obtaining this information was an ob- 
stacle to the plan. 

The profit which a wholesaler could 
make on the company’s goods was defi- 
nitely set. On a falling market the com- 
pany absorbed all inventory losses inci- 
dental to decreasing prices. This was, 
of course, desirable from the whole- 
saler’s point of view. On the other 
hand, it would be impossible for the 
wholesaler to stock up in a rising mar- 
ket and take any added profit which 
might arise from increasing prices. It 
is obvious, then, that the effect of the 
plan was to shift from the wholesaler 
to the manufacturer the losses and gains 
caused by fluctuating prices. 

Consignment selling offered a real 
solution to the problem of price cutting 
with which the company was confronted. 
One of the essential characteristics of 
the plan was the setting of prices by the 
Tousley Manufacturing Company. Such 
a procedure made possible a greater 
emphasis on quality with a correspond- 
ingly decreased emphasis on price. The 
company could proceed with its plans of 
building up a brand reputation for its 
goods, basing that reputation on quality 
and style appeals. 

The company felt that the problems 
of overordering and of inventory con- 
trol could be solved by intelligent attack. 
Many wholesalers had not been as care- 
ful as they might have been in choosing 
and maintaining their inventories of the 
company’s lines. As a consequence, their 
losses from style obsolescence were likely 
to be large. With its knowledge of in- 
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dustry-wide conditions the company be- 
lieved that it could be of real assistance 
to the wholesalers in planning stocks. 
Consignment selling placed the company 
in a position where it could measure the 
extent and trend of the retail trade de- 
mand and get the benefit of close contact 
with the retail trade without the ex- 
penses of a direct selling force. 

The temptation of the wholesaler to 
use the branded products of the Tousley 
Manufacturing Company as price lead- 
ers was fairly definitely removed by 
sales through consignment, principally 
because those products were no longer 
in his low-margin class of goods. There 
was a remote possibility that the whole- 
saler might try to use the subterfuge of 
sacrificing his commission to customers 
in order to continue to make price lead- 
ers of the company’s goods. This possi- 
bility was based on the fact that if 
the Tousley Manufacturing Company’s 
goods were really effective price leaders, 
the wholesaler would still desire to use 
them as such in order to push the sales 
of his other goods. However, there 
were two factors which made it improb- 
able that any such practice would de- 
velop—first, the sacrifice of the 5% 
commission would not allow the prices 
of the goods to be reduced enough to 
make them attractive as price leaders; 
and second, the wholesaler ran the seri- 
ous risk of having future consignments 
refused him if the Tousley Manufactur- 
ing Company found out that he was re- 
ducing prices below the established resale 
prices by such a subterfuge. It may be 
said with reasonable certainty, therefore, 
that the practice of selling on consign- 
ment would secure the cooperation of 
the wholesaler in pushing the goods on 
a selling appeal of quality, not price. 

To summarize, it is apparent that con- 
signment sales presented the primary dis- 
advantages of shifting the style obso- 
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lescence losses and the risk of price 
fluctuations from the wholesaler to the 
Tousley Manufacturing Company. |, 
would be difficult to get prompt and 
adequate information upon which to 
base prices. On the other hand, consign. 
ment selling offered the advantages of 
maintained prices for the company’s 
products, greater stress on quality, and 
less emphasis on price. The company 
would be able to carry out a policy of 
lifting its merchandise out of the level 
of purely price competition. This at- 
tempt, which had been largely nullified 
by the use of the company’s products as 
“loss leaders,” could be renewed with 
new vigor. 
Because consignment selling offered a 
way out of the undesirable situation in 
which the company found itself and be. 
cause the advantages to be gained by 
adoption of the plan seemed to outweigh 
the disadvantages which might accrue, 
the Tousley Manufacturing Company 
decided to sell on consignment to whole- 

salers. 
Conclusion 


There is to be observed here the 
drastic measures which an enterprise 
may feel itself forced to apply to its 
system of distribution when confronted 
by a problem of industry-wide depres- 
sion. The Tousley Manufacturing Com- 
pany first reviewed the distribution poli- 
cies to which it was committed in order 
to determine their economic justifica- 
tion. Having convinced itself that those 
policies were fundamentally sound, tt 
proceeded to take what steps it could to 
improve them. The plan adopted has 
not yet been subjected to the test of 4 
seller’s market; hence its permanence !s 
not assured. Meanwhile, the company 
is steadily driving toward its objective 
of a brand reputation for its product, 
based on quality and style, not price. 
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Tyson and Brother, doing business as 
the United Ticket Office, Incorporated, 
was engaged in the reselling of tickets 
of admission to theaters and places of 
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ned by amusement in the city of New York. 
itweigh The United Ticket Office employed a 
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others, and sold approximately 300,000 
tickets a year. These tickets were ob- 
tained either from the box offices of the 
theaters or from other brokers and dis- 
tributors. The company was licensed 
under the New York laws and had given 
bond in the sum of $1,000 with the 
surety, among other things, that it would 
not be guilty of any fraud or extortion. 
There were, in addition to Tyson and 
Brother, several other tickets brokers 
buying and selling tickets of admission 
to the 60 principal theaters in New York 
City. Aggregate sales of all brokers 
averaged about 2,000,000 tickets a 
year. It was the practice of these bro- 
kers to subscribe in advance of the pro- 
duction of the play, and sometimes be- 
fore the cast was chosen, to tickets cov- 
ering a period of eight weeks. The sub- 


mpany 
whole. 


re the 
erprise 
to its 
ronted 
Jepres- 
r Com- 
n poli- 
order 
stifica- 
- those 
ind, it 
uld to 
>d has 
t of a 
ence is 


mpany scriptions had to be paid for about two 
jective Ness 

oduct, 147 S.Ct. 426. 

price. 


-cCATL DEVELOPMENTS SIGNIFICANT IN BUSINESS 


LEGAL DEVELOPMENTS 
SIGNIFICANT IN BUSINESS 


THE TYSON CASE 








weeks in advance, and about 25% of un- 
sold tickets might be returned. A vir- 
tual monopoly of the best seats, usually 
the first 15 rows, was thus acquired, and 
the brokers were enabled to demand ex- 
tortionate prices of theatergoers. Pro- 
ducers and theater proprietors were 
eager to make these advance sales, as 
they offered insurance against loss aris- 
ing from unsuccessful productions. The 
brokers were in a position to prevent 
the direct purchase of tickets for desir- 
able seats and to exact from the patrons 
of successful productions a price sufh- 
cient to pay the loss of those that were 
not successful, plus a handsome profit 
for handling. 

It is argued by some persons that the 
marketing system used by some agencies 
is a particularly effective one in securing 
the last possible dollar from the public. 
The sales structure is so organized that 
a graduated scale of prices is set up. 
The liberal spender receives first atten- 
tion and is charged the highest price. If 
demand from this class appears to be 
limited, the broker reduces prices to in- 
crease sales. If he still has tickets on 
hand at the last minute, they may be 
turned over to another agency, which 
makes a business of disposing of tickets 
on short notice. The man who “knows 
the ropes” may buy a $3 ticket just at 
show time for $1.50 or less. It is possi- 
ble that three theater patrons in adjoin- 
ing seats may find that one paid $1.50 
for his ticket, another $4, and the third 
$10. 

The delicate and quick balancing of 
the forces of supply, demand, and price, 
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and the visible weighing of these forces 
has created a feeling in some quarters 
that the theater patron is being unfairly 
treated. This portion of the public and 
those who are interested in this group 
reason that the public is being gouged 
and is resentful because of its present 
helpless condition. A considerable per- 
centage of the theater patrons are vis- 
itors to the city. Such persons cannot 
make reservations ahead, even were it 
possible to buy good seats through the 
box office. The desire to see a show is 
often the determining factor in the de- 
cision to visit New York. The lure of 
the theater, bringing transients to the 
city, helps not only the theater but also 
the hotels, the restaurants, the taxicabs, 
the stores, and other businesses. The 
visitor, often a stranger and unfamiliar 
with the city, receives what he considers 
a “proper trimming” by the scalpers. 
He has previously made up his mind to 
see a show, so pays the exorbitant price 
demanded, but leaves the city resentful 
of the treatment he has received. He 
may realize that the broker performs a 
service but, because of the monopoly of 
tickets for a particular performance, he 
feels that he has paid more than the 
service is worth and has been compelled 
to pay for this service whether or not 
he desired it. 

In an attempt to correct these abuses, 
the New York State Legislature passed 
a statute declaring that the price charged 
for admission to theaters was subject to 
state regulation. Section 167, Chapter 
590, of the act declared that the price 
of, or charge for, admission to theaters 
and other places of amusement was a 
matter affected with a public interest 
and was subject to the supervision of the 
state for the purpose of safeguarding 
the public against fraud, extortion, ex- 
orbitant rates, and similar abuses. 

Section 172 of the act forbade the re- 
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sale of any ticket at a price in excess of 
50 cents in advance of the price printed 
on the face of the ticket, which Printing 
was required by that section. 

Tyson and Brother thereupon brought 
suit against the District Attorney and 
State Controller to enjoin them from 
proceeding to enforce Section 172 of the 
act and from revoking the firm’s license 
or enforcing the penalty of the bond, or 
in any way interfering with the resale of 
tickets at a price in excess of 50 cents in 
advance of the printed price. The case 
was heard by a statutory court of three 
judges, who rendered the decree, deny. 
ing Tyson and Brother’s request for a 
temporary injunction and holding that 
the statute was valid and constitutional. 
From this decree Tyson and Brother 
took appeal to the Supreme Court of 
the United States. The Supreme Court, 
by a five to four decision, reversed the 
decree of the district court and found 
the section regulating the price at which 
a theater ticket might be resold to be 
unconstitutional. 

Although strictly speaking, the issue 
related to the maximum addition to the 
price at which theater tickets might be 
resold, the court interpreted the issue in 
a broader way. “Since the ticket broker 
is a mere appendage of the theater, 
and so forth, and the price of, or charge 
for, admission is the essential element,” 
it resolves itself into the question 
‘whether every public exhibition to 
which an admission charge is made is 
clothed with a public interest so as to 
authorize a lawmaking body to fix the 
maximum amount of charge which its 
patrons may be required to pay.” 

As an introduction, the court pointed 
out certain pertinent considerations. 

First, “the right of the owner to fx 
a price at which his property shall be 
sold or used is an inherent attribute o! 
the property itself” and “‘as such, within 
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the protection of the due process of 
law clauses of the fifth and the four- 
teenth amendments.” 

Second, “the authority to regulate 
the conduct of a business or to require a 
license comes from a branch of the po- 
lice power, which may be quite distinct 
from the power to fix prices. The lat- 
ter exists only where the business or 
property has become ‘affected with pub- 
lic interest.’ This generalization cannot 
be exactly defined—it can only be ap- 
proximated.” 

Third, the size of a business or a feel- 
ing of concern on the part of the public 
in respect to its maintenance does not 
determine a public interest. 

Fourth, the term quasi-public (not 
strictly private) may be the basis for 
use of police power, but cannot be con- 
fused with ‘affected with a public inter- 
est,” which is the basis of legislative 
price regulation. 

Fifth, and finally, the statement of a 
state legislature that a certain business 
is clothed with a public interest is not of 
itself conclusive. 

The court divided businesses which 
are “affected with a public interest” into 
three classes. They are: 

1. Those businesses which are carried 
on under a public grant or franchise; 

2. Those businesses which are so rec- 
ognized by long custom; 

3. Those businesses which have come 
to hold such a peculiar relation to the 
public that they have become vested 
with public interest. 

The court classed the case of Munn v. 
Illinois? in the second group and com- 
mented that to say a property becomes 
vested with a public interest when used 
in a manner to become of public conse- 
quence would include all large and some 
small industries. This case dealt with 
legislation for fixing the prices charged 
by grain warehouses in Illinois. 
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The court pointed out that the case 
of German Alliance Insurance Company 
v. Kansas* carried the doctrine further 
and marks the extreme limit to which 
the Supreme Court thus far has gone in 
sustaining price fixing legislation. Fur- 
ther, it stated that there were certain 
conditions peculiar to the insurance busi- 
ness that created the public interest. 

In reviewing the case of Wilson v. 
New* (Adamson Law—wages and 
working conditions of railroad em- 
ployees), Block v. Hirsh® (renting 
cases), and kindred cases, the court 
stressed the emergency and temporary 
character of this legislation. The court 
stated: “There is no legislative power 
to fix the prices of provisions or clothing 
or the rental charges for houses or 
apartments in the absence of some con- 
trolling emergency.” Further, if the 
price of theater tickets may be regu- 
lated, “it is hard to see where the limit 
of power in respect of price fixing is to 
be drawn.” 

The importance of this decision as it 
affects the sale of theater tickets is 
secondary to its importance as an indi- 
cator of the trend of government regu- 
lation of prices in business. The swing 
of government price regulation from 
railway, telephone, and electric rates to 
include wages paid railway employees, 
rents, and a more complete control of 
business, appears to have received a 
definite setback. The old order of com- 
petition is to continue, and the signifi- 
cance of its continuance for business 
becomes apparent if we consider the 
clamor for price regulation that would 
have developed had the decision been 
otherwise. If the sale of theater tickets 
is vested with a public interest, is not 





294 U.S. 113. 
8 233 U.S. 389, 34 S. Ct. 612. 
* 243 U.S. 332, 37 S. Ct. 298. 
5 256 U.S. 135, 41 S. Ct. 458. 
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the sale of bread, clothing, or, for that 
matter, what-not, also vested with a 
public interest, and would they not be- 
come subjects for price regulation? In 
view of the recent trend of such legisla- 
tion, the five to four decision is indica- 
tive of the narrowness of the escape. 
Although the margin in this decision was 
small, the court definitely stated its posi- 
tion; and if we are to judge by the past, 
this decision will rule for a considerable 
period. 

Has the court been feeling its way in 
this matter of price regulation, tacitly 
approving or overlooking various ex- 
periments? The child continually ex- 
periments to see how much he can get 
away with, and the fond parent gives 
ground here and there until, finally, a 
halt must be called. In calling a halt, 
however, the parent not only limits 
further encroachments but is likely to 
retract, to take away, liberties previ- 
ously granted. The court is apparently 
of the opinion that price regulation has 
been carried far enough, probably too 
far, and is fearful of the consequences 
should this last step be approved. “If 
it be within the legislative authority of 
government to fix prices for admission 
to theaters... . it is hard to see 
where the limit . . . . is to be drawn.” 

The court has carefully explained 
some of its more recent decisions on 
questions of price regulation as emer- 
gency measures. Has the court only 
called a stop to the growth of price 
regulation, or has it also set up a frame- 
work from which to reconsider some of 
the more far-reaching price legislation, 
already passed on, in classifying it as 
emergency legislation? Or, in recogniz- 
ing that the propriety of regulating for 
one purpose does not involve the pro- 
priety of regulating for another, is the 
court leaving an open door for further 
price regulation in very special cases? 


If this decision puts an end to price 
fixing legislation for ordinary business 
how will this type of business be af. 
fected? Will the removal of a possible 
fear of legislation be a stabilizing influ. 
ence, or will the thought of price free. 
dom foster speculative activities in this 
type of business, dealing with the neces. 
sities of life? 

Is financing more costly for an un. 
regulated industry? Will the removal 
of the fear of regulation and the 
thought of prices limited only by com. 
petition or what the traffic will bear 
attract the speculative investor? Or 
will the cautious investor who places 
safety of principal first—the widow, the 
trustee, the ultraconservative investor— 
fearing the unrestrained effects of com- 
petition, be inclined to invest elsewhere? 

If competition is to be the order of 
the day, what means can be taken to 
control it? Must the Sherman Anti- 
trust Law be interpreted more strictly? 

The coal, the oil, and the lumber in- 
dustries are suffering from the ill effects 
of unregulated competition. The hope 
has been expressed that the solution of 
the problems of these industries lies in a 
more liberal interpretation of the Sher- 
man Antitrust Law to allow mergers 
and consolidations aiming at more efh- 
cient operations in the industry. is such 
a course now improbable? 

This decision of the Supreme Court 
of the United States more narrowly de- 
fines the legal concept of a public utility 
or a business “affected with a public in- 
terest.” We now class as public utili- 
ties those businesses operating under a 
public franchise, such as the telephone 
or the street car company; those busi- 
nesses long regarded as vested with the 
public interest through custom, such as 


inns, cabs, and grist mills; those busi- 


nesses which, though not originally such, 


have become vested with the public in- 
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terest. This third, somewhat flexible 
dass has been limited by considering 
housing legislation as emergency legis- 
lation and by definitely stating that pro- 
visions and clothing are not vested with 
public interest and hence are not subject 
to price fixing legislation, except in case 
of an emergency. Does this not defi- 
nitely place the farm products price 


legislation, such as the McNary-Haugen 
bill, and the regulation of gasoline 
prices such as is found in Tennessee, 
outside the concept of public utility? 

The Tyson case probably will be im- 
portant and far reaching in its effects. 
Its influence on the future course of gov- 
ernmental interference in business will 
be followed with keen interest. 
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Adams, Arthur B. Prorirs, ProGREss, AND 
Prosperity. New York: McGraw-Hill 
Book Company, Incorporated, 1927. 178 
pp. $2. 


In this volume, the author has drafted a 
reply to certain theories concerning the busi- 
ness cycle which have recently been advanced 
by Messrs. Foster and Catchings in their 
books Profits and The Dilemma of Thrift. 

In the first chapter of his book, Mr. Adams 
discusses the theories to which he takes excep- 
tion; namely, that “Progress toward greater 
production is retarded because consumer buy- 
ing does not keep pace with production. Con- 
sumer buying lags for two reasons: first, be- 
cause industry does not disburse to consumers 
enough money to buy the goods produced; 
second, because consumers, under the neces- 
sity of saving, cannot spend even as much 
money as they receive..... The greatest 
economic need, therefore, .... is the flow 
of money to consumers which, after providing 
for individual savings, would always be ap- 
proximately equal to the flow of finished 
goods.” After criticizing the assumptions 
back of these conclusions, the author proceeds 
into a very interesting analysis of the actual 
operations of the industrial system under dif- 
ferent movement of the general commodity 
price level. 

Mr. Adams points out that if all current 
savings are permanently invested in capital 
goods and a stable price level is maintained, 
there can be no shortage of consumers’ money 
income. It is when consumers’ goods which 
represent past savings and investments are 
thrown upon the market along with current 
production that an oversupply develops and 
prices fall. Since such liquidation of goods 
is usually the result of a boom, the author 
analyzes this economic phenomenon and finds 
the cause in rapidly rising price levels which 
are occasioned by large amounts of new bank 
credit being injected into circulation. He 
concludes that the control of bank credit, 
through such a medium as the Federal Re- 
serve System, is the only way to prevent the 
occurrence of booms and the following period 
of depression. 

For those interested in the economic theory 
underlying the industrial system, this book 
contains much suggestive material. 


Cole, Arthur Harrison. Tue AMERICAN 
Woot Manuracture. Cambridge: Har. 
as University Press, 1926, 2 volumes. 

7.50. 


Professor Cole’s work is an important and 
valuable contribution to American business 
literature. Every factor that has influenced 
the American wool manufacture is discussed in 
these two volumes, from the early Colonial 
domestic weaving to the present-day large- 
scale production. 

The author’s treatment of the tariff, limited 
in scope as it must be in a study of the indus- 
try as a whole, is, nevertheless, a most inter- 
esting presentation of the vicissitudes that have 
attended the growth of the American wool 
manufacture, a “protected” industry that suf- 
fered far more, at times, from protection than 
from any of the imagined ills that might have 
befallen it as a result of unrestricted competi- 
tion with other nations. 

These volumes contain not only a compre- 
hensive history of the American wool manv- 
facture, but also an extensive survey of the 
raw wool markets, merchandising methods, 
and the technical developments that have con- 
tributed so largely to the growth of this im- 
portant industry. 

The American Wool Manufacture offers 
much of interest besides the story of wool, 
since comparisons are made throughout with 
other industries that enable the reader to grasp 
something of the general industrial history of 
the United States. 


Davies, A. Emil. INvestTmeNTS AsroaD. 
Chicago: A. W. Shaw Company, 1927. 


200 pp. $4. 


The rapidly increasing interest of America 
in foreign investments led Mr. Davies, an 
Englishman, to write Investments Abroad as 
a word of advice and caution to the beginner 
in the field. The author first considers briefly 
and somewhat pessimistically the theory and 
history of foreign investments. A chapter 
devoted to America as a foreign investor 
points out some of the errors made by Ameri- 
can financiers and considers the fields toward 
which American capital is being directed. A 
rather detailed study discusses the princi 
European investment markets and the foreign 
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nd in them. The problems of taxa- 
d by foreign investments are dis- 
cussed, and the results of expert investigation 
of the problems of double taxation and tax 
evasion are reproduced. ; ; 

The United States has given little attention 
to associations designed to protect the inter- 
ests of investors in foreign fields, where the 
individual is practically powerless in cases of 
default. Mr. Davies presents the motives and 
history of two such English associations that 
might well serve as models. The concluding 
chapter contains a description of English in- 
vestment trusts and some advice regarding 
their organization and operation which should 
be valuable to any one interested in so-called 
investment trusts now rising in this country. 

Mr. Davies’ book skims the surface of the 
various subjects that he touches upon. For 
this reason it probably contributes little to the 
knowledge of the subject in the hands of ex- 
perts, yet it may well be recommended to the 
average American investor who is becoming 
interested in investments abroad. 


issues fou 
tion raise 


Davis, Stephen. THE Law or Rapio Com- 
MUNICATION. New York: McGraw-Hill 
Book Company, Incorporated, 1927. 206 


th. $3. 


This book does not attempt to discuss the 
law of radio, when it does not yet exist, but 

.... Ona small scale to follow the great 
Lord Bacon, of whom it has been said that he 
‘threw out the plan of a universal dictionary 
of sciences and arts at a time when, so to 
speak, neither arts nor sciences existed,’ and 
that when it was impossible to write a history 
of what was known, he ‘wrote one of what it 
was necessary to learn.’ ” 

The radio industry has furnished one of the 
most striking examples of rapid growth ever 
witnessed, yet the legal status upon which it is 
built is as yet virtually untested. 

_Judge Davis sat in the Supreme Court of 
New Mexico before becoming legal advisor to 
the Department of Commerce. In the latter 
capacity he was intimately in touch with the 
radio conditions leading up to, and after, the 
passing of the Radio Act of 1927. Inasmuch 
as practically no legal cases have arisen which 
may set precedent and establish the validity of 
the present law and the practices related to it, 
this book presents one of the best estimates 
that could be made of what may probably be 
expected to take place. 

he problems that are considered include 
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the possibility of rate regulation by the Inter- 
state Commerce Commission, the new Radio 
Act of 1927, the powers of the new Radio 
Commission, whether or not it has the right to 
refuse licenses to existing stations without 
compensation for property losses, and the ap- 
plication of the laws of copyright, libel, and 
slander to radio communication. The discus- 
sions are for the most part based on analogous 
decisions in public utility, railroad, navigation, 
and publication cases that have set precedents. 

The book should be of primary interest to 
those engaged in the industry, especially 
broadcasters, commercial radio companies, 
telephone companies, and advertisers using 
radio service. 

To students of law, business, or engineer- 
ing, or others who may be particularly inter- 
ested in radio, it should be well worth read- 
ing. The style is lucid, non-technical, and to 
the point. 

It was awarded the Linthicum Prize for 
1927 by the Northwestern Law School. 


Hardy, Charles O., and Cox, Garfield V. 
ForECASTING Business ConpITIONS. New 
York: The Macmillan Company, 1927. 


434 bp. $4. 


This work, while recognizing the limita- 
tions of statistical progress to date, is an at- 
tempt to aid the business man in minimizing 
his speculative hazards by means of the short- 
term business forecast. 

The theories, statistical methods, and forms 
of analyses underlying the forecasts of five 
well-known statistical agencies, namely, the 
Babson Statistical Organization, the Brook- 
mire Economic Service, the Harvard Commit- 
tee on Economic Research, the Standard Sta- 
tistics Company, and Mboody’s Investor’s 
Service, are outlined, and their viewpoints 
classified. Statistical devices employed in the 
presentation of data are briefly described, as 
well as the characteristics and significance of 
the more useful data dealing with the various 
phases of business activity. The authors also 
present a condensed sketch of as much of busi- 
ness cycles and theories dealing with their 
causes as might appeal to the general interest 
of business men. In addition, there are ap- 
pended tables of commonly used statistical 
data, and past forecasts of the above-men- 
tioned agencies throughout the period, 1918- 
1926. 

The book, while not a detailed treatment, 
is a decidedly practical one, written so that it 
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is of primary interest to the business man 
rather than to the scholar. It assists in the 
interpretation and evaluation of the reports of 
statistical services and aids the reader to eval- 
uate the present and future on his own initia- 
tive. Although the conciseness in description 
does not detract from smooth reading, pos- 
sibly, a more liberal use of tables and charts in 
several instances would have furthered the 
lucidity of the text. 


Hirst, Francis W. SAFEGUARDING AND Pro- 
TECTION IN GREAT BRITAIN AND THE 
Unirtep States. New York: The Macmil- 
lan Company, 1927. 157 pp. $2.75. 


In the preface of this book the author states 
his desire to present a clear statement of the 
modern theory and practice of protection, with 
special reference to the Safeguarding and 
Preferential policies of the Conservative Party 
in England, and to the Fordney Tariff in the 
United States. He devotes one chapter to the 
problem of the war debts and another to the 
existing tariff restrictions in Europe. 

There can be no question that the subject 
is one of current interest, but the author has 
presented only the free-trade side of the case. 
The arguments for free trade are cogent and 
well presented, but no adequate refutation of 
protectionist arguments is made. The fact 
that able and experienced men in positions of 
authority have advocated and do still advocate 
tariff protection is ascribed entirely to politi- 
cal corruption. Free trade is put forward as 
a sovereign remedy for all economic mal- 
adjustments and as the only solution of the 
war debt problem. 

The author’s failure to substantiate his posi- 
tion either by reasoning or by adequate statis- 
tical material detracts from the value of the 
book as a contribution to economic literature 


in this field. 


Metcalf, Henry C., editor. Bustness MAn- 
AGEMENT AS A PROFESSION. Chicago: A. 
W. Shaw Company, 1927. 383 pp. $6. 


This is a compilation of lectures edited by 
Dr. Metcalf. In an introduction, he points 
out that they represent “a unique effort to 
analyze the fundamentals of business adminis- 
tration and help develop the professional status 
of business management.” 

In the first lecture, Mr. Dennison, after 
giving the tests of professional status, shows 
how and by what means business tends to de- 
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velop toward meeting these tests. Pr. 

Rautenstrauch points out that an pono 
must have a definite objective and must be de. 
veloped with due regard to the fundamental 
economic characteristics of the business, In 
discussing the management of an enterprise, he 
stresses the responsibility of the management 
to use its power for the very highest Purposes 
Miss Follett in her first two lectures shows 
that “business has already acquired some of 
the essentials of a profession, that it is on the 
way to acquire others.” Dr. Person lists 
standards which are demanded by a profession 
and reaches the conclusion that business as 
measured by these standards is not now a pro- 
fession. He believes, however, that there are 
certain professions which business utilizes, and 
within business itself certain professions are 
already established while others are develop- 
ing. Dr. Mann deals with the personnel ele. 
ment and explains rating methods and job 
specifications in their relation to business. Mr. 
Heermance discusses business practices and 
ethics, pointing out the influence of the trade 
association in developing and enforcing busi- 
ness codes. Professor Wolfe brings out the 
necessity of eliminating the conflict attitude in 
employer-employee relations and shows that 
the responsibility for civilizing these relations 
devolves upon those who manage the business 
enterprises. Dr. Mosner discusses the social 
and civic responsibility of business manage- 
ment, and is followed by Dean Donham, who 
stresses the training of students to a realiza- 
tion of these responsibilities. Dean Donham 
points out that in training students for busi- 
ness their intellectual training must receive 
consideration and also that the students must 
be brought to a “thorough recognition of their 
social responsibilities and opportunities,” the 
aim being to develop “socially sound leader- 
ship through expecting something more than 
mere money making.” Mr. Wiggam dis- 
cusses certain conceptions contributed by the 
biological sciences which he believes must be- 
come the organizing principles of our economic 
life. He analyzes these in developing the 
biological responsibility of business managers. 
The managerial objectives of employee repre- 
sentation are summarized by Mr. Burton, who 
also develops the advantages to be derived 
through the use of employee representation. 
Dr. Overstreet discusses the contribution of 
the new functional psychology to business. 
He deals with the interaction of functions 
both inside and outside a business and shows 
that where there is “wholesome, healthy life 
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a business functions with complete integration. 
He then develops that disintegration is usually 
accompanied by “the symptoms of emotional 
vsistance” and discusses the five major con- 
jitions under which emotional resistance are 
found in business. The jobs of the business 
administrator and the business executive are 
analyzed by Professor Schell. He discusses 
the resources which the administrator uses and 
the characteristics which are present in his 
make up. He defines the job of the executive, 
discusses the qualities which an executive pos- 
esses, and considers the relationship which 
exists between the executive and his subordi- 
nate executives. In Miss Follett’s later lec- 
tures she develops the meaning of responsi- 
bility in business management. She shows how 
responsibility is interwoven in an organization 
as a result of functionalization. The decen- 
tralization of responsibility and means of pro- 
viding for joint responsibility are discussed. 
She covers the various objectives of employee 
representation and the influence this type of 
representation has on the executive and on 
management. She points out that employee 
representation offers a working arrangement 
whereby labor may participate in the func- 
tional control of industry. Miss Follett con- 
cludes with an analysis of “the type of ad- 
ministrative leadership demanded by the pres- 
ent development of business management.” 
Dr. Overstreet finally reviews the series of 
lectures and develops the thought that as busi- 
ness emerges “into that most significant type 
or reality which may be called a creative 
unity” it progresses “towards becoming a self- 
respecting as well as a socially respected pro- 
fession.” 

These lectures embody an earnest effort to 
analyze the professional status of business. 


Millet, John I. BANK AupitTs AND Exami- 
NATIONS. New York: The Ronald Press 


Company, 1927. 490 pp. $6. 


Unit banking, so firmly entrenched in the 
United States, as opposed to the central bank- 
ing systems of Great Britain, Canada, and the 
Continent of Europe, depends for its success 
largely upon effective supervision. The first 
comprehensive attempt at control of individual 
banks in this country dates from the passage of 
the National Bank Act in 1863, which put 
unit banking on a sound footing after decades 
of ‘wild-cat” operations. From that time, 
bank supervision has broadened in its scope 
and improved in its quality, until today more 


than 25,000 institutions in the United States 
enjoy the surveillance of state, national, and 
clearing-house examiners, and of public ac- 
countants acting for the banks’ own directors. 

But little has been contributed to the litera- 
ture of the field, beyond regulations and 
official communications of the Comptroller of 
the Currency and the various state banking 
departments. These fragments ef recorded 
material differ greatly in point of time and 
have never been conveniently assembled. The 
author has succeeded in producing a service- 
able text and manual for all persons con- 
cerned in bank management. 

The book treats of the procedure connected 
with each operation of a balance sheet audit. 
In addition, much space is devoted to the sub- 
ject of auditing the income from each earning 
asset and the verification of the interest-paid 
and operating expense items so that a detailed 
audit program may be completely outlined. 
Trust departments and the acceptance busi- 
ness are discussed. There is an explanation of 
the usual types of shortages, together with 
methods for their detection. 

The most vital part of a bank examination, 
the appraisal of the loans, receives but scanty 
attention. The author perhaps felt, and 
rightly, that the realm of credit analysis is too 
great to be included as a mere portion of any 
treatise. The boiling down of this phase of 
the subject to such small proportions leaves 
the impression that bank examination is a 
tedious ferreting for shortages and minor dis- 
crepancies, whereas the preponderant problem 
is a determination of the judiciousness with 
which other peoples’ money has been loaned. 
While it is true that volumes have been writ- 
ten on bank credits, little has been said about 
the subject from the examiner’s point of view. 
The vacancy to be filled here is still large. 

The book might well be studied by clearing- 
house officials, bank auditors, and directors. 
Such persons are concerned with the day-to- 
day detail operations of banks and in the dis- 
charge of their duties should leave nothing 
undone that would increase their familiarity 
with their responsibilities. Accountants who 
make bank audits on behalf of directors will 
of course find the work a good reference. 


Wilson, G. Lloyd. Trarric MANAGEMENT. 
New York: D. Appleton and Company, 


1926. 453 pp. $3.50. 


Traffic management has been recognized 
but a short time as a distinctive profession, and 
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although much has been written on one phase 
of the work, rates and the rate structure, there 
has heretofore been no adequate treatment of 
the profession as such. Mr. Wilson has filled 
this gap in ‘iterature on transportation with 
his book, Traffic Management, and has done 
it with such a breadth of view and absence of 
prejudice that the study warrants more than 
nominal attention from men in this line of 
work. The author has had abundant practi- 
cal experience as a traffic manager and he has 
given for the first time in book form a com- 
prehensive view of the entire field. 

The work of the traffic manager falls 
naturally under three headings, each of which 
has been treated separately in this study. 
Part I discusses the “functions and services of 
representative traffic organizations,” outlining 
the scope of their activities and the methods 
by which their detailed work is handled. A 
glance at the table of contents will show to 
what lengths the author has gone to give a 
complete portrayal of a typical traffic depart- 
ment, for there are chapters on the manage- 
ment of shipping freight, receiving freight, 
plant transportation and local truck transpor- 
tation, as also on the work of the rate and 
tariff bureaus, the problems of routing, tracing, 
and expediting shipments, and finally the 
handling of freight claims. Every phase of 
the routine work which the traffic manager 
must plan and supervise is covered. 

The administration of the department and 
its position in the organization of the company 
is then discussed. An analysis of 200 indus- 
trial traffic departments resulted in their 
classification into four types, ranging from the 
simplest organization, which deals only with 
the non-physical aspects of the work—rates, 
routing, and checking—to the more complex, 
which include freight shipping and receiving 
departments; then a motor transport division ; 
and finally a small industrial railroad with 
trackage and equipment. 

The most constructive and important work 
of the traffic man is the discovery and correc- 
tion of conditions which affect his industry or 
locality unfavorably. In many cases an appeal 
to the carrier is sufficient to remedy the evil, 
but occasionally the grievance must be taken 
to a state or national regulatory body, and 
success often hinges upon the preparation and 
presentation of the case. Mr. Wilson de- 
scribes fully the technical procedure before the 
Interstate Commerce Commission and gives 
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many valuable hints as to the most ¢ 
methods of presentation. ie 
Although the author describes in 
— rere the traffic , there 
confusion of thought or ression, and { 
reader closes the book with @ clear idea 
characteristics of the new profession, 


Young, Robert. INpustTRIAL Creprts, Ne 
York: Harper and Brothers, 1927. 555 bb 
$5. on 


The point of view of the book is practic 
business. Mr. Young is obviously influeno 
by his close touch with industrial credits. 
his connection as credit man of a large cor- 
poration. Little time is spent on the creation 
of a historical background. There is a 
definite tendency to accept credit factors as 
they now exist without inquiring how or why 
they came into being. The development from 
a short introduction, a discussion of the initial 
credit inquiry, the investigation and factors 
concerned therewith, leading to the decision 
and a consideration of collections, is illustra 
tive of the direct and logical approach of the 
practical man of business. 

The presentation is in keeping with the 
title, Industrial Credits; little or no direct at- 
tention is paid to the subjects of wholesale and 
retail credits, although the principles 
oped have a rather close application in t 
fields. The subject of foreign credits is pur- 
posely omitted from the book. 

Mr. Young has included a number of prob- 
lems, or cases, which should prove a material 
aid to the mastery of the presented thee 
The problems are made up of credit data in 
the form in which a credit man would receiv 
them for decisions. For obvious reasons, n0 
solutions are given, but this should not hinder 
the student from making his analysis and de- 
cision. 

The text shows a thorough unleoee 
of the subject and is well balanced, direct, 
readable. The emphasis is on the i 
rather than on the academic aspects of credits. 

The student of credit will find this book of 
value whether interested in theory, practice, of 
procedure. The author has kept in 
especially the student who wants Pp 
knowledge, the junior credit man, the sales- 
man, who should know of credit practice 
cooperate better with the credit department, 
and the credit man himself. 





